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State and local governments are the recipients, such encouragement shall be
consistent with principles of federalism.

(d) Each Federal agency shall provide the Cabinet Council on Commerce and
Trade such information as it shall request from time to time concerning the
agency's progress in implementing these programs.

@MA\O\LMCM

THE WHITE HOUSE,
July 14, 1983.

Editorial Note: For the President’s remarks of July 14, 1983, on signing Executive Order 12432, see
the Weekly Compilation of Presidential Documents {vol. 19, no. 28)
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DEPARTMENT OF TRANSPORTATION
Federal Aviation Administration

14 CFR Part 39
[Docket No. 83-CE-62-AD; Amdt. 39-4686]

Airworthiness Directives; Piper Models
PA-60-600 (Aerostar 600), PA-60-601
(Aerostar 601), PA-60-601P (Aerostar
601P) and PA-60-602P (Aerostar 602P)
Alrplanes

AGENCY: Federal Aviation
Administration (FAA), DOT.
ACTION: Final rule.

SUMMARY: This amendment adopts a
new Airworthiness Directive (AD),
epplicable to Piper Models PA-60-600
[Aerostar 600), PA-60-601 (Aerostar
601), PA-80-601P (Aerostar 601P) and
PA-60-602P (Aerostar 802P) airplanes. It
requires installation of a placard
prohibiting the use of flaps and revision
of the Airplane Flight Manual (AFM) or
Pilot's Operational Handbook (POH)
Limitation Section by reducing the aft
center of gravity (CG) limit to 166.0
inches at all weights on those airplanes
not now having this aft CG limit. It has
been determined that with flaps
extended and loaded to certain CCs,
du-:-‘m;--n.:i control cannot be maintained
during power on stalls. This action will
assure airplane controllability during
power on stall maneuvers.

EFFECTIVE DATE: July 26, 1983.
(.-".':.;ﬂiemce: Within the next 25 hours
lime-in-service afler the effective date of
this AD.

ADDRESSES: Information pertaining to
H‘ns‘:\D is contained in the Rules
Docket, Office of Regional Counsel,
FAA, Room 1558, 801 East 12th Street,
Kansas City, Missouri 84106,

FPR FURTHER INFORMATION CONTACT:
Curtis lackson, ACE-120A, Atlanta
Aircraft Certification Office, 1075 Inner

Loop Road, College Park, Georgia 30337,
telephone (404) 763-7407.
SUPPLEMENTARY INFORMATION: The FAA
has recently reevaluated the handing
characteristics of the Piper Models PA-
60-600 (Aerostar 600), PA-80-601
(Aerostar 601), PA-60-601P [Aerostar
601P) and PA-60-802P (Aerostar 602P)
airplanes. Findings during these
evaluations established that loadings
which resulted in the CG being at or
approaching the aft limit and configured
with the flaps extended, gear up or gear
down, the airplane exhibited loss of yaw
and roll controllability during power on
stall maneuvers before a definite stall
occurred or the pitch control reached the
up stop. It was also demonstrated by
flight tests that adequate roll and yaw
control exists to enable the pilot to
control the airplane through the stall or
until the pitch control reaches the stop
when the flaps are retracted and the
airplane is loaded to a CG of 166.0
inches or forward of this point.
Therefore, prohibiting flap extension
and limiting the aft CG to 186.0 inches is
necessary to preclude inadvertent loss
of airplane control during power on stall
maneuvers. The manufacturer is
presently working on a modification kit
that it anticipates will alleviate the
restrictions being imposed on operations
of the aircraft by this AD,

Since the FAA has defermined that
the unsafe condition described herein is
likely to exist or develop in other
airplanes of the same type design, and
AD is being issued requiring installation
of a placard prohibiting the use of flaps
and revision of the aft CG limit in the
AFM or POH to 166.0 inches on Piper
Models PA-80-800 (Aerostar 600), PA-
60-601 (Aerostar 601), PA-60-601P
(Aerostar 801P) and PA-60-602P
(Aerostar 602P) airplanes on those
airplanes not now having the 166.0 aft
CG limit. Because an emergency
condition exists that requires the
immediate adoption of this regulation, it
is found that notice and public
procedure hereon are impractical and
contrary to the public interest, and good
cause exist for making this amendment
effective in less than 30 days.

List of Subjects in 14 CFR Part 39
Aviation safety, Aircraft.
Adoption of the Amendment

Accordingly, pursuant to the authority
delegated to me by the Administrator,

Section 39.13 of the Federal Aviation
Regulations (14 CFR 39.13) is amended
by adding the following new AD,

Piper (Aerostar): Applies to Models PA-60-
600 (Aerostar 600) (all S/Ns), PA-60-601
(Aerostar 601) (all S/Ns), PA-60-801P
(Aerostar 601P) (all S/Ns) and PA-80-
602P (Aerostar 602P) (all S/Ns), airplanes
certificated in any category.

Compliance: Required within the next 25
hours time-in-service after the effective date
of this AD, unless already accomplished.

To assure airplane controllability during
power on stalls, accomplish the following:

{a) Revise the Limitations Section of the
applicable Airplane Flight Manual (AFM) or
Pilot's Operating Handbook (POH) now
installed in the airplane by changing the aft
CG limit to 168.0 in those manuals not now
incorporating this limit and insert the phrase
“Use of Flaps Prohibited for All Operations”
at the beginning of the Normal Operations
Section and the performance data.

(b) Fabricate and Install a placard using .10
inch minimum height characters in full view
of the pilot which reads as follows:

“USE OF FLAPS PROHIBITED FOR
ALL OPERATIONS. TAKEOFF AND
LANDING DISTANCES WILL BE
INCREASED WITHOUT FLAPS. REFER
TO THE APPLICABLE AFM OR POH
FOR PERFORMANCE INFORMATION
AND APPROACH SPEEDS."

Operate the airplane in accordance with
this limitation.

{c} Identify this AD by number in the
applicable AFM or POH as the authority for
the revisions required by this AD.

(d) The AD may be acoomplished by the
holder of a pilot certificate issued under Part
61 of the Federal Aviation Regulations on any
airplane owned or operated by him. The
person accomplishing the AD must make the
appropriate aircraft maintenance record
entry as prescribed by FAR 91.173.

(e} An equivalent method of compliance
with this AD may be used, if approved by the
Manager, Atlanta Aircraft Certification
Office, 1075 Inner Loop Road, College Park,
Georgia 30337.

This amendment becomes effective on
July 26, 1983,

[Secs. 313{a). 601 and 603 of the Federal
Aviation Act of 1958, as amended (49 US.C.
1354(a), 1421 and 1423); 40 U.S.C. 106(g)
(Revised, Pub. L. 97-449, January 12, 1983},
Sec. 11.89 of the Federal Aviation Regulations
{14 CFR 11.69))

Note.—~The FAA has determined that this
regulation is an emergency regulation that is
not major under Section 8 of Executive Order
12291. It {s impracticable for the agency to
follow the procedures of Order 12291 with
respect to this rule since the rule must be
issued immediately to correct an unsafe
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conditon in aircraft. It has been further
determined that this document involves an
emergency regulation under DOT Regulatory
Policies and Procedures (44 FR 11034;
February 26, 1978). If this action is
subsequently determined to involve
significant regulation, & final regulatory
evaluation or analysis. as appropriate, will be
prepared and placed in the regulatory docket
{otherwise, an evaluation Is not required). A
copy of it, when filed may be obtained by
contacting the Rules Docket under the
caption “"ADDRESSES" a! the location
fdentified.

Issued in Kansas City, Missouri, on July 7,
1963,

John E. Shaw,

Acting Directar.

[FR Dot 5310018 Filed 7-15-80; 843 am|
BILLING CODE 4910-13-M

14 CFR Part 71

[Airspace Docke! Number 83-ACE-08)
Designation of Transition Area—Lake
Winnebago, Mo.

AGENCY: Federal Aviation
Administration [FAA). DOT,

ACTION: Final rule.

SUMMARY: The nature of this Federal
action is to designate a 700-foot
transition area at Lake Winnebago,
Missouri, to provide controlled airspace
for aircraft executing a new instrument
approach procedure to the Lake
Winnebago, Missouri, Airport utilizing
the Napoleon, Missouri, VORTAC as a
navigational aid. This action will change
the airport status from VFR to IFR. The
intended effect of this action is to ensure
segregation of aircraft using the new
approach procedure under Instrument
Flight Rules (IFR) and other aircraft
operating under Visual Flight Rules
(VFR).

EFFECTIVE DATE: September 29, 1083,

FOR FURTHER INFORMATION CONTACT:
Dwaine E. Hiland, Airspace Specialist,
Operations, Procedures and Airspace
Branch, Air Traffic Division, ACE-532,
FAA, Central Region, 601 East 12th
Street, Kansas City, Missouri 64106,
telephaone (816) 374-3408.
SUPPLEMENTARY INFORMATION: To
enhance airport usage, 8 new instrument
approach procedure is being developed
for the Lake Winnebago, Missouri,
Airport utilizing the Napoleon VORTAC
as a navigational aid. The establishment
of an instrument approach procedure
based on this approach aid entails
designation of & transition area at Lake
Winnebago, Missouri, at or above 700
feet above the ground (AGL) within
which aircraft are provided air traffic
control service. Transition areas are

designed to contain IFR operations in
controlled airspace during portions of
the terminal operation and while
transiting between the terminal and
enroute environment. The intended
effect of this action is to ensure
segregation of aircraft using the new
approach procedure under Instrument
Flight Rules (IFR) and other aircraft
operating under Visual Flight Rules
{VFR), This action will change the
airport status from VFR to IFR.

Discussion of Comments

On pages 19738 and 19737 of the
Federal Register dated May 2, 1883, the
Federal Aviation Administration
published a Notice of Proposed
Rulemaking which would amend
§ 71.181 of Part 71 of the Federal
Aviation Regulations so as to designate
a transition area at Lake Winnebago,
Missouri. Interested persons were
invited to participate in this rulemaking
proceeding by submitting written
comments on the proposal to the FAA.
No objections were received as a result
of the Notice of Proposed Rulemaking.

List of Subjects in 14 CFR Part 71

Aviation safety, Transition areas.

Accordingly, pursuant to the authority
delegated to me, § 71,181 of Part 71 of
the Federal Aviation Regulations {14
CFR Part 71) is amended, effective 0901
G.m.t. September 29, 1983, by
designating the following transition
area;

Lake Winnub'ago. Missouri

That sirspace extending upwards from 700
feet above the surface, within a 5-mile radius
of the Lake Winnebago Airport (Latitude
34°48°51" N.: Longitude 84"18'37" W.), and
within 3 miles each side of the Napoleon,
Missouri VORTAC 207* radial extending
from the airport to 6 miles northeast,
excluding that portion that overlies Lee's
Summil, Missouri. McComas Airport 700-foot
transition area,

(Secs. 307(a) and 313(a), Federal Aviation Aot
of 1958 (49 11.5.C. 1348(a) and 1354{a)); 49
U.S.C. 108(g) [Revised, Pub, L. 87-449, January
12.1083); and Sec. 11.09 of the Federal
Aviation Regulations (14 CFR 11.69)

Note.—~The FAA has determined that this
regulation only involves an established body
of technical regulations for which frequent
und routine amendments are necessary to
keep them operationally current. It,
therefore—{1) is not & “major rule” under
Executive Order 12291; (2) is nol a
“significant rule” under DOT Regulatory
Policies and Procedures (44 FR 11034;
February 26, 1978); and {3) does not warrant
preparation of a regulntory evaloation as the
anticipated impact 8 80 minimal, Since this is
a routine matter that will only affect air
traffic procedures and air navigation, it (s
certified that this rule will not huve a
significan! economic impact on a substantial

number of small entities under the criteria of
the Regulatory Flexibility Act.

Issued in Kansas City, Missouri, on July 7,
1983,

John E, Shaw,

Acting Director, Central Region.
{¥H Doc. K3-14915 Fikod 7-15-80; 8:45 um|
BILLING CODE 4610-13-M

—_

COMMODITY FUTURES TRADING
COMMISSION

17 CFR Part 15

Reports—Genaoral Provisions;
Adoption of Final Rules

AGENCY: Commodity Futures Trading
Commission. .

ACTION: Final rulemaking.

summARY: The Commodity Futures
Trading Commission (“the
Commission”') has reviewed the data it
currently receives for market
surveillance from members of contract
markets, futures commission merchants
(FCMs), foreign brokers and individual
traders. For a number of markets it has
found that the growth in trading volume,
open interesl, and account size of
individual traders enables the
Commission to carry out its market
surveillance program with fewer reports

Accordingly, as part of its efforts to
eliminate unnecessary reporting, the
Commission has adopted amendments
to its reporting regulations under the
Commodity Exchange Act, as amended
(“Act"), to raise position levels in
certain commodities at which Forms 103
and 40 must be filed by traders and
serias '01 reports and Form 102s must be
filed by members of contract markets,
FCMs and foreign brokers.

The overall effect of this final agency
action is to alleviate an unnecessary
reporting burden on the public and to
reduce the amount of paperwork
processed by the Commission.

EFFECTIVE DATE: July 25, 1983.

FOR FURTHER INFORMATION CONTACT:
Lamont L. Reese, Associale Director.
Market Surveillance Section, (202) 254
3310.

SUPPLEMENTARY INFORMATION:
Reporting levels are sel in various
commodities to ensure that the
Commission receives adequale
information 1o carry out ils market
surveillance programs, which include
detection and prevention of marke!
congestion and price manipulation and
enforcement of speculative limits.'

' The lollowing commodites arh thoase for which
Commission speculative limits are in effect: whou!
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Generally, Parts 17 and 18 of the
regulations require reports from
members of contract markets, FCMs or
foreign brokers and traders respectively
when a trader holds a “reportable
position," i.e,, the open position held or
controlled by the trader at the close of
business in any one future of a
commodity traded on any one contract
markel equal or exceed the quantities
fixed by the Commission in § 15.03{a) of
the regulations. See Rule 15.00(b), 17
CFR 15.00(b) (1862),

Members of contract markets, FCMs
and foreign brokers who carry accounts
in which there are “reportable
positions™ of traders are required to

1tify such accounts on a Form 102
and report on the series '01 forms any
reportable positions in the account, the
delivery notices issued or stopped by
the account and any exchanges of
futures for physicals, Traders who own
or control reportable positions are
required to file annually a CFTC Form
giving certain background concemning
their trading in commodity futures and,
on call by the Commission, must submit
# Form 103 showing positions and
Iransactions in the commodity specified
n the call.
T'he Commission has determined that
e growth in rading volume, open
nterest, and position sizes of individual
! 8 in certain markets enables the
nission to maintain effective
fllance of those markets with fewer
rts from members of contract
larkets, FCMs foreign brokers and the
ling public® Accordingly, as part of
Its ongoing efforts to reduce reporting
lens, where possible, the
imission has determined that
ing levels should be raised for the
lollowing commodities: in gold from 100
tontracts to 200 contracts; in sugar and
GNMAS from 50 contracts to 100
contracts; in long-term U.S, Treasury
notes, 80-day Treasury bills, Domestic
Certificates of Deposit, Eurodollars and
Heating Oil from 25 contracts to 50
contracts; in Long-term Treasury bonds

150 contracts to 150 contracts; and

' Foreign Currencies and certain Stock

Index futures from 25 contracts to 100
'-'Z.If»g:j[g.’

)
|

ir

"‘ s [including oats, brley and flaxsecd), com,
: ]{,v"l €Rg¢, cottun, and potatoes, 17 CFR
[R3 .
ne commodity, silver, however, the
Mission hus determined that more reports may
‘l'g cswary. In 4 separale Federal Register release.
-ommission is proposing that reporting lovels in
Miver be reduced.
: the Commission finds that Its achion to raise
parting levuls in the above commodities relieves
n existing burden and that the notice and other
e procedures called for by 8 U.S.C. 553 are not
4.5 US.C. 853(h) (1976). The Commission,

The Regulatory Flexibility Act

As the Commission has not published
a prior general notice of proposed
rulemaking with respect to these
amendments which are relief measures,
the amendments are not “rules"” as that
term is defined in Section 3(a) of the
Regulatory Flexibility Act ("RFA"), Pub.
L. 96-354, 94 Stat. 1185 (5 U.S.C. 601(2)).¢

Paperwork Reduction Act

The Paperwork Reduction Act of 1980,
Pub. L. 96-511, 94 Siat. 2812 et seq.
{"PRA"), imposes certain requirements
on federal agencies, including the
Comimission, in connection with their
conducting or sponsoring any collection
of information as defined by PRA. 44
U.S.C. 3501 et s6g. OMB control number
3038-0009 has previously been assigned
to those regulations within Parts 15, 17,
and 18 which impose collection of
information and recordkeeping
requirements.®

List of Subjects in 17 CFR Part 15

Brokers, Commodity futures,
Reporting and recordkeeping
requirements.

In the consideration of the foregoing
and pursuant to its authority under
Sections 4g, 4, 5(b) and 8a(5) of the
Commodity Exchange Act, 7 U.S.C.
Sections 6(g), 6(i), 7(b) and 12a{5) as
amended by the Futures Trading Act of
1982, Pub. L. 97444, 96 Stat. 2204 (1983),
the Commission is amending Part 15 of
Chapter [ of Title 17 of the Code of
Federal Regulations as follows:

PART 15—REPORTS—GENERAL
PROVISIONS

1. Section 15.03 is amended by
revising paragraph (a) as follows:

§15.03 Quantities fixed for reporting.

(a) The quantities for the purpose of
reports filed under Parts 17 and 18 of
this chapter are as follows:

Wheat (bushels)..,

Corn (bushale)

Soybeans (bushely)

Qule (bashels).

Ry# (hushals)

Bartoy (bushols)

Flaxwed (hashels)

Soybean Ol (eontracts)

Soybean Meal (comtyactd) ..
Live Cattle (controcta) ... -
Hogs (contracts)—.... ... EREESE

therefore, is adopting the amendments to Rule
15.03{a) offective july 15, 1983

* That seation defines the term “rules” as “any
rule for which the agency publishes a general notice
of proposed rulemaking pursuant to Section 553(b)
of this litle, . .

*See 44 U.S.C. 3502(4) (Supl V. 1981) definivg the
term “collection of information.”

Commodity

Cotton [Lales) ...
Sugar [contracts) .. i
Copper fcomtracte) ..
Cold {contracta) 0 =
Silver Bullion (Contracty)
Silver Coins (contracts)...
#2 Heating Ol feontencts) oo v,
Lotg-teresn 1.8 Trousary Bonds {contrac il
GNMLA TOONEEION ) it i s A
Theeo-month (33-week] US. Treasury Bills fcon
1o 7 ") — 3 W " ¥ M
Long-term US: Treasury Notes (conteacta) ...,
Damestsc Certilicates of Depusl! {contracts).
Thres moenth Estodollar Time Deposd! Hates (con.
tracts) - -
Foreign Currencles (coattucty). ... TTRESI TRl |
Standard and Poor's 500 Stock Price Index (con ;
e o S RS AN NN RN (AR, +
New York Stack Exchange Composite lodux (con-
thacte)...—.. " —tereseg
All Other Commodities {contracts)

The foregoing amendments to Part 15
to raise reporting levels in certain
commodities are adopted efiective July
15, 1883. The Commission finds that the
foregoing action relieves a burden
heretofore imposed and therefore, that
the notice and other public procedures
called for by 5 U.S.C. 553 are not
required.

Issued in Washington, D.C,, on July 12,
1983, by the Commission,

Jane K. Stuckey,

Secretary of the Commission.
[FR Doc. 83-16345 Filed 7-15-853; &45 um)
BILLING CODE £351-01-M

-

SECURITIES AND EXCHANGE
COMMISSION

17 CFR Part 270

[Release No. IC~13380, File No. §7-920]

Valuation of Debt Instruments and
Computation of Current Price Per
Share by Certain Open-End Investment
Companies (Money Market Funds)

AGENCY: Securities and Exchange
Commission.

ACTION: Final rule,

SUMMARY: The Securities and Exchange
Commission is adopting a rule regarding
the valuation of debt instruments, the
calculation of current net asset value per
share and the computation of current
price per share by certain registered
open-end investment companies,
commonly referred to as “money market
funds.” The rule premits such
investment companies, subject to
enumeralted conditions, either: (1) To
value portfolio securities by use of the
amortized cost valuation method; or (2)
to compute current price per share by
rounding the net asset value per share to
the nearest one cent, based on a share
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value of one dollar. Previously, the
Commission granted individual orders of
exemption to permit use of those
valuation or pricing methods. The rule
obviates the need for most, if not all, of
such applications.

EFFECTIVE DATE: July 18, 1983,

FOR FURTHER INFORMATION CONTACT:

H. R. Hallock, Jr., Special Counsel (202~
272~3030), or Gene A. Gohlke, Chief
Financial Analyst (202-272-2024),
Division of Investment Management,
Securities and Exchange Commission,
450 Fifth Street, Washington, D.C. 20549.
SUPPLEMENTARY INFORMATION: The
Commission is adopting rule 2a-7 [17
CFR 270.2a-7) under the Investment
Company Act of 1840 ("Act”) [15 US.C.
80a-1 et seg.] lo permit, subject to
specified conditions, certain open-end
investment companies, known as
"money marke! funds,” to compute their
current price per share for purposes of
distribution, redemption and repurchase
by using either: (1) The “"amortized cost”
method of valuation to value their
portfolio instruments for purposes of
calculating their current net asset value
per share; or (2) the “penny-rounding”
method of computing their current price
per share.

Under the amortized cost method of
valuation, money market funds may
calculate their current net asset value
for use in computing the current price of
their redeemable securities by valuing
all portfolio securities and assets,
regardless of whether market quotations
are readily available, at the acquisition
cost as adjusted for amortization of
premium or accretion of discount rather
than at current market value as would
be required by rule 2a—4 under the Act.
[17 CFR 270.2a-4].

Under the penny-rounding method of
computation, money market funds
calculate their current net asset value in
conformance with rule 2a-4 by valuing
portfolio securities for which market
quotations are readily available at
current market value, and other
securities and assels at fair value as
determined in good faith by the board of
directors. However, they may then
compute the current price of their
redeemable securities by rounding the
net asset value per share to the nearest
one cent on a share value of one dollar.

Rule 2a-7 provides that in order to use
either of the above valuation or pricing
methods a money market fund must
comply with certain conditions. Those
conditions basically: (1) Limit the types
of investments that the money market
fund can make to short-term, high
quality debt instruments; (2) impose on
the board of directors (trustees in the.
case of a trust; hereinafter referred 1o as

“board of directors" or "board") of the
money market fund a special obligation
to ensure that a stable price per share is
maintained; and (3) require that the
board of directors of the money market
fund, in good faith, determine that it is in
the best interests of the fund and its
shareholders to maintain a stable net
asgset value or price per share and that
the money market fund will discontinue
its use of either method if such method
ceases to reflect fairly the market-based
net assel value per share. In addition, a
money market fund using the amortized
cost method of valuation must monitor
the deviation between the price of its
shares computed from a net asset value
per share calculated using amortized
cost values for its portfolio instruments
and the net assel value of such shares
calculated using values for portfolio
instruments based upon current market
factors. If such deviation exceeds % of
one percent of the price per share or if
the amoun! of deviation may result in
material dilution or other unfair results
to shareholders, the rule imposes
specific obligations on the board of
directors to respond to the situation.
Likewise, a money market fund using
the penny-rounding method to compute
its price per share may have to monitor
in a similar fashion the valuation of
those portfolio instruments with
remaining maturities of sixty days or
less ! that are valued at amortized cost
in order to assess the fairness of that
valuation method.

The reasons for proposing rule 2a-7
and the administrative history of the
rule are discussed thoroughly in
Investment Company Act Release No.
12208 (February 1, 1982) (“Release
12206"), 47 FR 5428 (February 5, 1982). In
brief, the rule generally codifies the
standards that were developed for
granting the applications filed by money
market funds for exemption from the
pricing and valuation provisions of the
Act, with a slight expansion of the types
of instruments permitted for purchase.
Persons interested in a more detailed
discussion of the genesis of the rule
should refer to that release,

Rule 2a-7 is designed to obviate the
need for individual money market funds
to file applications for exemptive orders
to permit the use of either penny-
rounding or amortized cost methods. In
addition, the Commission recognizes
that money marke! funds with existing
exemptive orders may wish to rely on
the rule rather than their individual
orders. The Commission has no
objection to money market funds
ceasing to rely on their individual
exemplive orders and using instead rule

! See footnote 4. infra.

2a-7 as the basis for their pricing or
valuation method, provided that the
board of dizectors of any such money
market fund approves the change and
the fund makes any necessary
disclosure to shareholders. In addition,
rule 2a-7 is designed fo clarify the
obligations of money market funds and
their boards of directors when using
gither the amortized cost or penny-
rounding method. As stated in the
release proposing rule 2a-7, the rule is
nol intended to expand the
responsibilities and liabilities imposed
upon directors beyond those imposed
under the exemplive orders, Guidance
provided by this release should be
considered generally applicable to a
money market fund operating pursuant
to an exemptive order or pursuant to
rule 24-7.

In response to its requests for
comments, the Commission received 21
letters. The commentators universally
agreed that proposed rule 2a-7 should
be adoptéd, with certain amendments. A
number of commentators, however,
expressed strong objections to some of
the positions taken by the Commission
in Release 12206, Those objections and
the Commission’s response are
discussed in detail below. As a result of
its consideration of the comments, the
Commission has determined to adop!
rule 2a-7, subject to several
modifications of the proposal, and to
issue this release, which will serve,
rather than Release 12208, as the
operative interpretive vehicle.

Discussion

Under rule 2a-7, investment
companies that have investment
portfolios consisting entirely of U.S.
dollar-denominated short-term debt
obligations {“money market funds”) *

* The Commission received & comment that the
rule should be amended to include this definitioo of
u money market fund. The description has not been
added as o definition under the rule becuuse it ix
not wn exclusive definition of # money market fund
The rule permits only an nvestment company tha
has the requisite portfolio {a.g. enlitely US. dollar
denominated short-term debt obligations) lo reply
upon it, provided thut all the conditions of the rule
are satisfied. The Division of Invesiment
Munagement has recently taken the pasition thal it
would not object if « money market fund utilizing 90
amortized cosl exemptive order invents, within
certain limitations, in shares or units of other
Investment companies which invest primarily in
high quality, short-term municipal lnstruments and
which determine their net asset value based oo the
amortized cost or penny-rounding methods in
roliance on Commission exemplive arders or
proposed rule 2u-7 under the Act when |t in
adopted. See letter from Gerald Osheroff, Associate
Director, Diviston of Investmen! Managemen! to
John ]. Scott, Esquire, on behalf ¢f The Benchmark
Tax-Exempt Fund, dated June 28, 1983
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may use either the penny-rounding
pricing method or the amortized cost
valuation method for purposes of

computing their price per share on their
net asset value per share, respectively,

provided that they comply with the
conditions enumerated in the rule.

Those conditions are designed to ensure
that any money market fund that adopts
one of the above procedures in an effort
to maintain a stable price per share will

be able to maintain that stable price.

The conditions contained in the rule,

as well as those conditions found in

individual exemptive orders, provide for
a special system of safeguards to protect

the fund. The responsibility for

designing and effectuating that system is

placed

on the board of directors. As a

part of that system of safeguards, the
directors have undertaken the specific

responsibility of monitoring the market

value ¢

of the partfolio, in the case of

funds using amortized cost valuation,

and have represented that the fund will

limit investments to those instruments

which the board deems to meet certain
criteria, Some commentators opined that

SUCh re

on the

:sponsibilities should be placed
investment adviser rather than

the board of directors. While the

Commission realizes that, as a practical

matter

technical expertise and must rely on the

invesir

information and advice, it believes that

. board of directars may lack

ment adviser to provide factual

the final responsibility for the fund's

operations should remain with the board
of directors, The Commission bases its
determination on the fact that the board

is traditionally the fund's ultimate

guthor

inherent conflicts between the interests

ity, a5 well as the possibility of

of the investment adviser and those of
the funds. Accordingly, the rule as
adopted continues to place ultimate

responsibility for fulfilling the conditions

of the exemptive relief on the board of
directors.

In st

ating that certain functions are

the responsibility of the board of

directors, the rule does not require that

the board personally become involved

in the day-to-day operations of the fund,
nor does the rule require the board to be

ian insurer of the fund or the fund’s
nvestment adviser, The Commission

sought

‘-""-'.»'.:xh examples, that the board could
delegate certain day-to-day functions to

in Release 12206 to clarify,

the investment adviser and still be in
compliance with the rule. However,

Commyg

:nts received in response to the

rule proposal indicated apparent
confusion by some parties who were
foncerned that the rule would require

tha ks
ae |

u'u_\'Jo

board personally to carry out the

-day operations of the fund. The

Commission recognizes that such a
requirement would be inefficient and
unrealistic. Therefore, in an effort to
clarify its position, the Commission has
modified somewhat the language of the
rule, as discussed hereinafter,

The rule, like the prior exemptive
orders, specifically states that the board
shall be responsible for certain
functions, such as monitoring the value
of the portfolio and determining the
quality of its instruments. While the
board retains the final responsibility for
the operations of the fund and the
specific procedures required by the rule,
the rule does not preclude the board
from delegating duties and functions (to
be carried out under its supervision) to
the investment adviser. This release set
forth in detail some methods by which
the board may delegate certain
responsibilities and still be deemed to
be in compliance with the rule. These
examples are nol intended to be the
exclusive method of compliance,
However, they are meant to set forth the
Commission’s view that a delegation
will not be deemed satisfactory where
the board's only participation is an
approval after the fact. The Commission
believes that, at &8 minimum, the board
should have knowledge in advance of
how the functions will be performed by
the investment adviser; the board should
assure itself that such methods are
reasonable and provide any guidance
necessary; and finally, the board should
review periodically the investment
adviser's performance,

The rule also provides, under bath
methods, for the computation of a share
price that will represent fairly the
current net asset value per share of the
investment company, thus reducing any
possibility of dilution of shareholders'
interests or other unfair results, *

Rule 2a-7 provides that money market
funds satisfying the necessary
conditions may use either the penny-
rounding or amortized cost method. In
Release 12206 the Commission stated
that while a fund which had elected one
of the methods was not foreclosed from
switching to another method,* the rule
would not permit a fund to use both
methods at the same time, i.e., the
amortized cosl valuation method to
calculate its net asset value per share
and rounding of that net asset value to

*1f shares are sold bused on & net usset value
which turns out to be elther understated or
overstited in comparison, to the amount at which
portfolio investments could have been sold, then
vither the interests or existing shareholders or new
investors will have been diluted.

* Prior to any such switch, the board of directors
should spprove such action and any necessury
disclosure should be made to shareholders

the nearest one cent of a dollar when
computing its price per share.®

The Commission received a
substantial number of comments
expressing the view that money market
funds using the amortized cost valuation
method should be permitted to penny-
round when computing their price per
share. These commentators argued that
without the ability to penny-round,
funds using the amortized cost valuation
method would be disadvantaged, and
that the % of 1 percent limitation on the
deviation of the price away from the
market-based net asset value per share
would limit the amount of rounding to
the equivalent of that used by funds
under the penny-rounding method. After
considering these comments, the
Commission has determined that it is
appropriate to permit funds using the
amortized cost valuation method to
round to the extent permitted to funds
opting to use the penny-rounding
method, i.e., the deviation between the
price per share and the market based
net asset value per share may not
exceed % of 1 percent.

While the Commission is proposing to
permit a fund vusing the amortized cost
valuation method to round its net asset
value per share beyond tne extent
considered material as set forth in
Investment Company Act Release Na.
9786 (May 31, 1977) (“Release 9786"), 42
FR 28999 (June 7, 1977) ® in computing its
price per share, it emphasizes the
responsibilities of the board when such
a method is used. A basic premise
justifying the use of the amortized cost
valuation method is the fact that
securities held until maturity will
eventually yield a value equivalent to
the amortized cost value, regardless of
the current disparity between amortized
cost value and market value. Thus, the
Commission is willing t6 permit funds to
use amortized cost valuation so long as
the disparity between the amortized
cost value and current market value
remains minimal. Funds using the
amortized cost valuation method may
need to use penny-rounding in
computing their price per share when a
gain or a loss in the value of their
portfolio, which was not offset against
earnings, is recognized. Where the gain
or loss has been recognized, there is no
longer merely & polential for a deviation
between the value assigned by the fund
for the securities sold and that actually
realized by the fund. The Commission
does not wish to define the premissible

5 Sew foolnote 3 of Releass 12206,

¢ Release 9786 sets the amount of less than Ya of
one cent on & share value of ane doller as the
henchmark for materiality
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amount of deviation. However, to the
extent a fund has realized gains or
losses that cause the fund's price per
share to deviate from the amortized cost
net asset value per share, the board
must be particularly careful to ensure
that the fund can maintain a stable price
per share. The fact that a fund may
penny-round while utilizing amortized-
cost valuation does not, of course,
diminish the board’s responsibility to
monitor the market-based net asset
value, nor does it increase the
permissible deviation between share
price and market-based asset value.

Permissible Portfolio Investments

The rule, like the previously granted
exemptive orders, is designed to limit
the permissible portfolio investments of
a money market fund seeking to use
either penny-rounding or the amortized
cost valuation method to maintain a
stable price per share to those
instruments that have a low level of
volatility 7 and thus will provide a
greater assurance that the money
market fund will contioue to be able to
maintain a stable price per share that
fairly reflects the current net asset value
per share of the fund. Accordingly,
money market funds relying on the rule
may purchase only those portfolio
instruments which meet the quality and
maturity requirements of the rule.® The
rule, however, would not prohibit a
money market fund from holding cash
reserves, It should be noted that the rule
does not speak to the acquisition or
valuation of puts or stand-by
commitments by a4 money market fund
wishing to use the subjec! valuation or

? There are basically two types of risk which
cause Tioctuations in the value of money market
fund portfolio instruments: the market rigk, which
primarily results from fluctustions in the prevalling

.interest rate, and the credit risk. In genoral,
instruments with shorter periods remalning until
maturity and which ure of higher quality have

> market and credit risks and thus tend to
Muctunte less in value over time than instruments
with longer remaining maturities or of lesser guality.

* The applications for exemplive relief have
routinely set forth the specific types and quality of
instruments in which money market funds could
invest. The instruments consisted exclusively of
debt obligations, including such instruments ss
treasury bills and noles and other govemment
issued or guaranieed debt securities, certificiles of
deposil and time deposits from domestic banks and
thrift institutions and from forelgn banks, bonkers’
nceeplances of damestic and foreign bunks,
commercial paper, corporate bonds and notes and
repurchase agreements on other debt obligations.
While the rule does not set out the various types of
debt instruments in which a money market fund
relying on the rule may invest, the rule does tequire
thit all portlolio instruments mature in one year or
leas and be of high quulity. The types of instruments
u pprticulur fund may Invest in are, of course,
further limited by its choice of investment policy.
Sne also. Tootnote 2, sopro

pricing methods.? The Commission has
granted exemplive orders to permit the
acquisition of puts, but thus far, only
under limited circumstances and subject
to certain conditions,'® Accordingly, &
fund requiring exemptive relicf in order
to acquire puts or standby commitments
must still seek an individual exemptive
order. If in the future the issues
concerning the acquisition of puts are
resolved, the rule may be amended.

Maturity of Portfolio Instruments

A money market fund may rely on the
rule only if its entire investment
portfolio consists of instruments with a
remaining maturity of one year or less.
As prescribed in the rule, which is
generally a codification of positions
taken by the Commission regarding the
conditions contained in the exemptive
orders, the maturity of an instrument
generally is deemed to be its stated
maturity, with a special exception
provided for certain variable and
floating rate paper. Accordingly, an
instrument is deemed to satisfy the one
vear or less maturity requirement for
purposes of the rule if, on the date of
purchase ' by the money market fund: (i)
The instrument, regardless of the length
of maturity when originally issued,
currently has no more than 365 days
remaining until the principal amount

* The Commiusion considers the terms puts and
stundby commitments lo encompass any agreement
by a third purty 1o purchase, at some fature date
and ot u prescribod price., & security lssued by
another party. Hence, instruments which include &
demand feature where the demund obligation runs
to  third party will be considered to be subjoct to n
put. Compare the investments made by Daily Tax
Free Income Fund, Inc. (File No. 2-78513), in
participation interests lvsued by banks in industrial
development bonds, which were regarded as
instrunents baving a demand feature mnning to the
Issuer and not instruments subject to puts, and a
letter to the Honorable Lee Sherman Dreyfus,
Governor of Wisconsin, dated October 22, 1062
[publicly available Murch 3, 1983). discussing the
applicability of proposed rule 207 lo proposed
bonda, &

10 See, 08 Investment Compuny Act Release No.
11667 {July 21, 1981), The Commission inlends to
propose a rule in the near future which will include,

og other es, a codification of orders
granted under Section 12{d){3) |15 US.C. 80~
12{d){3)} to permit the acquisition of puts from
brokers or dealers for limited purposes.

' The date of purchase is regerded as the date on
which the fund's Interest in the instrument is subject
10 market action, Thus, for securities purchased
under normal settlement procedures, the length of
maturity would be caloulated starting on the trade
date. For instruments such as “when issued”
securities [securities purchased for delivery beyond
the normal settiement date), if the commitment to
purchase the instrument includes either a set price
or yield, then the maturity will be calealated based
upon the commitment date. Ser also Investment
Company Act Release No. 10666 [April 18, 1979), 44
FR 25128 (April 27, 1979) for a discussion of other
issues rolsed by the porchase of instruments that
subject the fund to risk prior to the actual inclusion
of the instrument in the fund’s portfolio.

owed is due to be paid. or, in the case of
an instrument called for redemption,
until the date on which the redemption
payments must be paid, '* or when
originally issued, the principal amoun!
due was to be paid in not more than 375
days* (ii) where the instrument has a
variable rate of interest' and is issued
or guaranteed by the United States
government or any agency thereof, it has
no more than 365 days remaining until
the next readjustment or renegotiation
of the interest rate to be paid, regardless
of the stated maturity of the instrument,
and the board of directors has
determined that it is reasonable to
expect' that when the rate is readjusted
it will cause the instrument to have a
current market value which
approximates its par value; " (iii) the

"*Thix portion of the definition of “one year”™ wis
expended from that contuined in the proposed rule
in responso 1o comments received by the
Commission. Under the rule an instrument wouk! be
deemed to have s matarity of one year or less if
either that particulur instrument or the entire issos
was to be redeemed within the year period. Whn
determining whether an instrument called for
redemption presents minimal credit risks o the fund

.[conditons {a) (2) (iv) and {a) (3) (#1)) the board

should consider the risk that the obligation will not
be honored on the redemption date.

“This part of the definiton has been extendod
beyond the usual definition of one yoar [365 days)
10 encompass securities, purticularly government
securities such as project notes, which are
d innted as and i ded to be “one year”
notes bul which occasionally are issued with
maturities slightly longer than 365 days. [See
Investment Company Act Release No. 116878 (March
11, 1681).) This part of the definition is not meant to
encompass securities which were originally issucd
and istended to be longer than “one year”
instruments. Those instruments could be purchased
by & money marke! fund retying on this rule only if
they have 365 or fewer duys remwining until
maturity,

" Variable rate instruments are those instruments
whose terms provide for automutic establishment of
» new interest rate on set dates,

*The langusge of this requirement was modified
from that originally proposed to clarify that the rule
requires only that the board make & ressonabie
evaluation of the instruméent. nol be insuters of the
instrument,

" This definition, which goes beyond &
codification of arders issued, was expanded bened
upon the Commission’s understunding that the
volutility of such instruments would ot be greates
than the volatility of fixed inlerest rite Instruments
huving » maturity equal 10 the readjustment period
of the 11.S. govenment guaranieed variable rate
notes. However, the Commission's position is based
entirely upon axperience with Smull Business
Administration guaranteed debentures ["SBA
notes”) which are the only instruments currently
inlling within this category so far us the
Commission is sware. Accordingly. the bourd of
directors of a money market fund considering
investment In any such instrument other than i SBA
note should, as a part of ita oversll duty to
supsrvise the operations of the fund to ensure
stability, determine thut it can expect the volatitity
of auch notes not to differ materiully from the
volatility of fixed rate notes of the saime quality.
Moreover, the Commission will consider
amendment of this or any other provision of the rule
if marke! experience indicutes that it is
inappropriate to the rule's overall purposes.
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instrument {a) has a demand feature
which allows the fund unconditionally
to obtain the amount due from the
issuer'” upon notice of seven days or
less.”* (b) has either a floating rate of
interest " ora variable rate of interest
that is readjusted no less frequently
than once per year,™ where, in the case
of a variable rate instrument, the board
of directors has determined that it is
reasonable to expect that whenever a
new rate is established it will cause the
instrument to have a current market
value which approximates its par value
and in the case of a floating rate
instrument the board has determined
that it can reasonably conclude that
such floating rate feature will operate in
such a way that the market value of
such instrument will always
approximate its par value, and (c) will
be reevaluated by the board at least
quarterly to ensure that the instrument
is of high quality:® or (iv) where the
instrument is & repurchase agreement or
an agreement upon which portfolio
instruments are lent (“portfolio
instrument lending agreement™ )™

"'In theory, the existence of a demund feature
r. e, with no variable or flouting rate feature,
should be sufficient to enable s fund 1o maintain »
stabic not asset value per share because the holder
coull receive the principal amount of the instrument
i a short penod of time regardioss of market and
creditworthiness changes, However, the
Commission has tnsufficien! evidence that (1) funds
will exercive such & demund featurs whonever
ntores! rales increase of the creditworthiness of the
ssuer o reduced and (2] there is & market for such
nstruments and esen if there is. whether it always
uates the instrument dt a price approximating
s par value The demand feature, however, must
TR0 e st See foothote O supro.
" A demand note subject 1o a notice period of five
siness day < weuld be deemed 10 sutisly this
1 of the rufe even if intervoning weekends
ind bolidays could cause the notice period, under
same circomstances, 10 min more than seven
Caier T ddy s
Floating rate (nsirutments are those instruments
whase terms provide for altomatic adjustments of
their inferest rates whenever same other specified
ielerest rute changes. where such specified intarest
fate i changed as market conditions chunge, rather
1hin upon some periodic busis.
" See application of Municipal Fund lor
Temporary Investment, [File No. 812-4970) filed
‘T";‘lemiwr 15 1981, ordered March 5. 1882,
tavestment Company Act Release No, 12278} and
‘iter from Gerald Osheroff. Associate Disector.
oA a of Investment Management to Joel T,
Matcovsiy, Merrifl Lynch Assot Mapagement, Inc.,
(tated December 10, 1087,
" By this requirement, the Commission does not
£ rpect the board 1o be an insurer of the instrument.
!. "wever, the provision requires that the instrument
e evaluated ay to whether an expectation of

reaching the result set forth in the rule is
reasonable

H1he Instrument were ever deemed to be of less
Han high quality, the fund either would have 10°soll
he instrument or exercise the demand feature,
never were more beneficial 1o the fund.
' Repurchane agreements may be reyurded as
Faunties issued by the entity promising to
‘“purchase the underlying wecurity at s later date

regardless of the maturity of the
securities serving as collateral for the
agreement, the repurchase is scheduled
to occur or the loaned securities are
scheduled to be returned within 365
days or less.*

The rule places the ultimate
responsibility for the quarterly quality
determinations and the determinations
about the readjustment of the interest
rate on the board of directors. However,
the day to day functions involved in
making such determinations may be
delegated by the board (o the
investment adviser, so long as the
delegation is done in a reasonable
fashion, meeting the standards for
reasonable board oversight articulated
elsewhere in this release.”™

Maturity of the Portfolia

In addition to requirements regarding
the maturity of individual portfolio
investments, the rule imposes
restrictions on the dollar-weighted
average maturity of the entire portfolio.
Paragraphs (a)(2)(iii) and (2)(3)(ii) of the
rule provide that a money market fund
must maintain a dollar-weighted
average portfolio maturity appropriate
to its objective of maintaining a stable
price per share. This provision imposes
an obligation on the directors of the
fund to ascertain that the fund is
maintaining an average portfolio
maturity that, given the then current
market conditions, will permit it to
maintain a stable price or net asset
value per share. During periods of higher
volatility in the market, the board of
directors should be aware of the greater
difficulty in maintaining a stable price or
net asset value per share and should

(See Securities Act Rel No. 6351 (September 25,
1981), 46 FR 48637 {October 2, 1981) and Investment
Compuny Act Relesse No. 10608 (April 18, 197%), 44
FR 25128 (April 27, 1979).) Therefore, & money
market fund is generally prohibited by the
provisions of section 12{d)(3) of the Act 15 US.C
B0a-12(d)(3)] from acquiring # repurchuse agreement
issued by a broker or denler unless it structures the
repurchase arrangement in accordance with the
manner described in the Investment Company Act
release. which is designed to ensure that the
investmen! company’s investment, including
accrued interest earned, is fully collateralized, See
howaover, footnote 31, infro. The same analysis may
apply to portfolio instrument lending agroemomis.

* Repurchase ngreements and portfolic
Instrument lending agreements which have no
specified date, but rather are subject to demund,
have genorally been regorded as having & muturity
equal to the notice period required. The rule as
adopted reflects this treatment.

= Money marke! funds investing in. or seeking to
invest in. an instrument with a maturity not fulling
within one of the above-described categories (i)
through (iv) would not be able to rely upon the rule
1o permit the use of either penny-rounding or the
amortized cost valtation method. Thus, funds
wishing to invest in other types of Instruments will
have 1o file individual applications for exemptive
relief.

take steps to ensure that they are
providing adequate oversight to the
money market fund. In addition, the rule
provides that in no event shall the fund
maintain a dollar-weighted average
portfolio maturity that exceeds 120 days.
Should the disposition of a portfolio
instrument or some market action cause
the dollar-weighted average portfolio
maturity to exceed 120 days, the board
of directors is obligated to cause the
fund to invest its available cash in a
way that will reduce its dollar-weighted
averaged portfolio maturity to 120 days
or less as soon as reasonably
practicable.

For purposes of computing the
average portfolio maturity, instruments
generally will be deemed to have a
maturity equal to the period remaining
until the date of maturity of the
instrument noted on its face.
Instruments which have been called for
redemption are deemed to have a
maturity equal to the period remaining
until the redemption payment is to be
made. Certain variable or floating
interest rate instruments, which meet
the conditions enumerated in the prior
section of this release and are deemed
to have a remaining maturity of one year
or less for purposes of the rule, may be
trealed as having a maturity other than
that noted on the face of the instrument,
Any such variable rate instruments with
demand features may be deemed to
have a maturity equal to the longer of
the period remaining until the next rate
readjustment or the period remaining
until the principal amount can be
recovered through demand.®” Any such
floating interest rate instruments with a
demand feature may be treated as
having a maturity equal to the period
remaining until the principal amount due
on the instrument can be recovered
through demand.® Any such variable

= Seo the discussion on Maturity of Portfolio
Instruments, which sets forth the conditions that
must be fulfilled in order for the maturity 1o be
deemed o period other than that remaining untll the
maturity date noted on the face of the ingtrument.

# Because certuin of such variable rate demand
instruments muy not be resdily marketable, the
demand notice period may be the shortest period
during which the holder may practically expect to
bear the market risk associated with the instrument
However, becnuse the Commission believes that the
demand features of such Instruments are seldom
used except for liquidity purposes, holders will
usunily be exposed to market risk during the period
remaining to the dute of the next inferest rate
adjustment.

* If the board determined that 4 demand
instrument, either floating or varlable rate, were no
longer of high quality, the fund could not base ita
maturity on the period remaining unti! recaleulation
of the inlerest rate or on the demand period. but, ax
noted &1 footnote 22 supra. would have 1o exercise
the demund feature or sell the (nstrument,
whichever were more beneficial to the fund.
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rate instruments (issued or guaranteed
by the U.S, government or an agency
thereof) that do not have a demand
feature may be treated as having a
maturity equal to the period remaining
until the nex! calculation of the interest
rate rather than the period remaining
until the principal amount is due.
Repurchase agreements and portfolio
instrument lending agreements shall be
treated as having a maturity equal to the
period remaining until the repurchase is
scheduled to occur or the loaned-
instruments are scheduled to be
returned. When no date is specified but
the agreements are subject to demand,
the maturity shall be based upon the
notice period required.”™ Finally,
although variable rate instruments with
neither a United States government or
government agency guarantee nor a
demand feature may be purchased only
if the period until the maturity date set
on the face of the instrument is one year
or less, the rule will permit, for purposes
of determining the dollar-weighted
average maturity of the entire portfolio
under the rule, such instruments to be
treated as having a maturity equal to the
period remaining until the next
readjustment of the interest rate,
provided that the board determines that
it is reasonable 1o expect that the new
rate will cause the instrument to have a
current market rate which approximates
\ts par value. %

» Althaugh repurchase agreements [“repos”™) will
be treated as having a maturity based upon the
length of the agreement und not the maturity of the
instruments which serve as collateral. the board of
direciors should be aware of the risks involved with
the purchase of repon that are collateralized by
Instruments with remuining maturities of greater
thian one year. If the issuer of the repo should
defaull, the matrument serving as collateral would
become a part of the money market fund’s portfolio.
Instruments with longer maturities generally have
greater volatility and thus would expose the fund ta
w greater risk of an unstuble price per share.
Moreover, the instrument would not satisfy the
provigions defining permissible portlolio
instruments. Therefore, the Commission would take
the position that such » security should not become
u part of the portfolio und must be disposed of as
soon os possible, OF course. if the defaylt is due to
bankruptey. the fund may be unable to perfect ity
possession of the colisteral. [See footnote 31, infro.)
The same anulysis would upply to transoctions
where the moaey market fund losns portfolio
Instruments and Instruments having maturities of
greater than one yesr dre received as collateral for
the loan, M the borrower defaults. the fund would be
left with instruments which wouold not meet the
provisions of the rule. Under the sume analysis,
these instruments should not become a part of the
portfolio and must be disposed of as soon as
possible.

* This provision reflects a slight expansion of the
reliof given through exemptive order, which
required periods of renegotiation 10 be 30 days or
less and the remaining muturity of the instrument to
bie 180 days or less. [Investment Company Act
Release No. 11679 (March 11, 1981).)

wality of Portfolio Instruments
¥ )

In addition to the above limitations on
the maturity of the portfolio of 8 money
market fund seeking torely on the rule,
paragraphs {a}(2)(iv) and (a){3)({iii) of the
rule contain conditions relating to the
quality of all portfolio instruments. The
rule provides that each portfolio
instrument mus! be denominated in
United States dollars and must also be
an instrument which: (1) The board had
determined presents minimal credit
risks to the fund: and (2) is rated “high
quality” by a major rating service or, if
the security is unrated, is determined by
the board to be of comparable quality.*

The Commission received conflicting
comments regarding the quality
standards that should be imposed under
the rule. Some commentators believed
that the rule should rely totally upon
fund management to judge the quality of
instruments and recommended deleting
the requirement that the instruments, if
rated by a third party, receive & high
quality rating. Other commentators
suggested thal the requirement thal the
board find that the instrument presents
minimal credit risks is superfluous and
that the rule should require only a
finding of high quality, Regardless of
what standard was imposed, a
substantial number of commentators
believed that the board should not be

1 With regard 10 investments In repurchase
agreements (“repos™), the Commission believes that
in determining whether the investment meets the
quality provisions of the rule, the board must look
both 10 the quality of the issver of the promise to
repurchase as well as the quality of the underlying
collateral. More specifically. in determining whether
the repo presents minimal credit risks, the fund
must assess the credit risk involved in getting
payment in a timely fashion: That assessmoni must
include un svaloation of the issuer’s
creditworthiness as well as the creditworthiness of
the collateral. since the financial position of the
issuer may affect the fund's ability to obtain the
collateral. Civen the uncertain status of repos under
the Bankruptcy Code, mutual funds face certain
risks {f they Inves! in repos issued by a party that
subsequently initiates bankruptcy proceedings. See,
o8 In re Lambard-Wall, Inc., Reorganization Case
No, 82 Bkoy 11558 (EJR] (Bankr. SD.IN.Y., hiled Aug,
12, 1982). Investmen)! Company Act Release No.
13005 (February 2. 1983, 48 FR 5604 (February 9,
1983) sets forth specific suggestions concerning
factors that may assist funds in evaluating the
craditworthiness of repo issuers. Although the
board must look 1o both the issuer of the repo and
the undurlying collateral when determining minimal
cradit risk, the Cammission belteves that in meking
8 "high quality determination.” itis sppropriate Tor
the board 1o look sclely to the quality of the
underlying collateral.

The Commission regaris only that partion of the
agreement which is fully collateralized to be the
“repurchuse sgroemont’ subject 10 the treatment
discussed above. Any agreemen! or portion of sn
agreement which is not fully collateralized would be
regarded as an unsecured loan, As such. the loan
itself would be reqisired to meet the quality
requirements set forth in the rule, both in terms of
presenting minimal credit risks and high quality
rating.

involved in the quality determination at
all, and that the determination should be
made by the investment adviser,

The Commission believes that both
tests are significant and. therefore, has
retained both in the rule. The
requirement that a security have a high
quality rating provides protection by
ensuring input into the quality
determination by an outside source.
However, the mere fact that sn
instrumen! has or would receive a high
quality rating may not be sufficient to
ensure stability. The Commission
believes that the instrument must be
evaluated for the credit risk that it
presents to the particular fund at that
time in light of the risks attendant to the
use of amortized cost valuation or
penny-rounding. Moreover, the board
may look at some aspects when
evaluating the risk of an investment tha!
would not be considered by the rating
services.

As stated earlier, the Commission
believes that the ultimate responsibility
for the quality of portfolio instruments
should be placed on the board of
directors, who have undertaken special
responsibilities designed to ensure
stability of the fund. However, as
discussed earlier, although the rule
provides that the fund will invest only in
those instruments which the board has
determined to be of sufficient quality.
the Commission will not object to the
delegation of the day-to-day function of
determining quality, provided that the
board retains sufficient oversight. An
example of acceptable delegation would
be for the board to set forth a list of
“approved instruments” in which the
fund could invest, such list including
only those instruments which the board
had evaluated and determined
presented minimal credit risks.* The
board could also approve guidelines for
the investment adviser reguarding what
factors would be necessary in order to
deem a particular instrument as
presenting minimal credit risk. The
investment adviser would then evaluate
the particular instruments proposed for
investment and make only conforming
investments. In either case, on a
periodic basis the board should secure
from the investment adviser and review
both a listing of all instruments uc(i“‘{"d
and a representation that the fund had
invested in only acceplable instruments
The board, of course, could revise the
list of approved instruments or the
investment factors to be used by the
investment adviser.

" The Commission envisions that the investmen!

adviser would provide the board with the data 10
evaluate the instruments and make (ts wsessmen!
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Again, these examples are not meant
to set the exclusive methods by which
the board could fulfill its
responsibilities, However, they are
meant to provide guidance as to what
the Commission would consider
adequate oversight. Generally, adeguate
oversight would involve the board
satisfying itself in advance that the
methods to be used by the adviser in
fulfilling the funclions are correct, and
then reviewing the adviser's actions.
However, the Commission is of the view
that the board would not be complying
with the requirement to review the
quality of the fund's portfolio
instruments 4f it merely approved the
transactions in which the fund engaged,

ifter the fact.

In order to fulfill the rule's
requirements that the instruments be
rated “high quality,” the instruments, if
raled, must have been given a rating by
& msjor financial rating service such as
Standard & Poor’s Corporation, Moody's
Investors Services or Fitch Investors
Service ® that would be considered high
quality* Even if the board of directors
believes that the rating service
incorrectly rated the instrument too low
or that because of changed
circumstances the instrument is now of
higher quality, this provision of the rule
precludes a money market fund which is
relying on the rule from investing in any
rated instrument which does not have a
“high quality” rating.*
= Standard & Poor's Corporation (“Standard &
foor's”), Moody's Investors Servions ("Moody's™)
and Fitch Investors Service ["Fitch™} ure so! forth as
exampies of rating services that are considered by
the Commisslon to meet the definition of 8 major
financial rating wervice. The Commission does not
Irfend 1o prescribe that the ratings must come only
from one of these thres services,

" Using bonds as an example, Moody's defines

high quality” for bonds to be those instruments
which receive an Aaa or Aa rating. Similarly, the
Commission would consider bonds ruted AAA or
AA by Standard & Poor’s or by Filch to be high
Quality. Therefore, & money marke) fund seeking to
reiy an this rule could invest only in bonds which

rated AA (Aa) or belter. Commercial paper

receiving one of the two top ratings [Prime-1 or 2,
A-1or 2, or Fiteh-1 or 2) also would be considered
Migh quality. The rule requires only that an
‘nitrument recelve a “high quality™ ruting from one
major financial rating service. In o cane where un
istrurnent roceived differsnt ratings from different
services, the instrument would be an accepiable
veaiment so long as at least one rating was a high
fantity rating and provided that the board found
20t the instrument presonted minimal credit risks,
" However, n rafed instrument that iy subject to
me external agreement {such as & lotter of ceedit
k], where such extemal agreement was
ered when the instrument was given its
Wag. for purposen of this rule, will be considersd
"8 unrated security. The Commission believes that
-vin “oeats such as letters of credit can significantly
afle l:'u: credit risk associated with an instrument.
”""\'W_. vince the secirity may have significant
Charncteristics which are not included in the rating.
. " “ppropeiate to consider a security subject to an
Frivrnal agreement. as an unrated securily. and thus

" oon

»
(s
!
o
n

If an instrument has received no
rating from a major rating service, then,
assuming that the board has found that
it presents minimal credit risks to the
fund, it would be a permissible
investmen! under the rule, provided that
the board also finds that the instrument
is of “comparable quality” to that of
instruments that are rated "high
quality".»

In meeting the rule's requirement that
the fund inves! only in those securities
which the board determines to meet
certain quality standards, the board may
delegate to the investmen! adviser the
responsibility for investigating and
judging the creditworthiness of
particular instruments. However, like
the procedures discussed above, the
board must exercise sufficient oversight
if it wishes to delegate this function to
the investment adviser. Again sufficient
oversight would involve the board
setting guidelines, its approval of the
adviser's methodsin advance and
routine surveillance of the adviser's
performance.

Liguidity of the Portfolio

While the rule does not limit a money
market fund’s portfolio investments
solely to negotiable and marketable
instruments, money market funds, like
all open-end management investment
companies, are subject to limitations on
restricted or illiquid securities. In
Investment Company Act Release No.
5847 (October 21, 1969), 35 FR 18989
(December 31, 1870) (“Release 5647"),
the Commission set forth its view that,
because an open-end company has an
obligation to value its portfolio correctly
and to satisfy all redemption requests
within the statutorily prescribed period,
it must limit its acquisition of restricted
securities and other securities not
having readily available market
quolations to the extent necessary to
ensure that it can fulfill its obligations.
In addition, the Commission took the
positian that, in light of those

permit the bourd to determine whether the
instrument, taking into account the external
agreement, is of comparable quality.

LI the board were to consider an external
agreement as 8 basis for judging the quality of an
vnderlying security, that extemal sgreement would
have 10 be unconditional and bave terms
coextunsive with those of the underlying sacurity,
Moreover, the instrument could not be judged to be
of better quality than that of comparable debt
securities of the issuer of the external agreement. It
should be noted, however, thet If the rating service
included the external agreement in its calculution of
the rating. the instrument will be regarded us a
rated instrument, regardless of the board's luck of
concurrence with the rating.

* As noted above, provided that certain
conditions are met. thind purty agreaments may be
analyzed in ovaluating whether un instrument is of
sufficient quality,

obligations, in no event should the
percentage of such securities exceed ten
percent of the company's net assets,
Money market funds relying on the rule,
like any other open-end management
company, must limit their portfolio
investments in illiquid instruments * to
not' more than ten percent of their net
assets.” However, because of the nature
of money market funds, the difficulties
that could arise in conjunction with the
purchase of illiquid instruments by such
funds might be even greater than for
other types of open-end management
investment companies. Therefore, the
board of directors of a money markel
fund relying on the rule may have a
fiduciary obligation to limit further the
acquisition of illiquid portfolio
investments.

While the Act requires only that an
investment company make payment of
the proceeds of redemption within seven
days.* most money market funds
promise investors that they will receive
proceeds much sooner, often on the
same day that the request for
redemption is received by the fund. In
addition, most money market funds,
because they are primarily vehicles for
short-term investments, experience a
greater and perhaps less predictable
volume of redemption transactions than
do other investment companies. Thus, a
money market fund must have sufficient
liquidity to meet redemption requests on
a more immediate basis. By purchasing
or otherwise acquiring illiquid
instruments, a money market fund
exposes itself to a risk that it will be
unable to satisfy redemption requests
promptly.

In addition, as set forth in Release
5847, management of the investment
company's portfolio could also be

"lliquid instruments, in this context, would
gencrally encompass any Instrument which cannot
be disposed of promptly and in the usual course of
business without taking a reduuced price. This would
include, but is not limited to, repurchase agreements
for greater than seven days. non-negotiable
instruments, and instruments for which no market
exiats. But cf. the discussion in the text preceding
foolnote 45, infra, of the troatment of & noo-
negotiable instrument, which may be redeemed with
the issuer subject to n penalty. Where the fund fs
using umoctized cost valuation, such an nstrument
need not be regurded an an illiquid security if, when
the fund monitors the deviation, it uses n market
value for such security, which includes the effect of
the penalty charge,

*In the event that changes in the portfolio or
other external events causa the investments in
illiquid instruments o exceed ten percent of the
fund's net sssets, the fund must take steps 10 bring
the wggregate amount of illiquid Instruments back
within the presttibed Hmitations as soon as
reasonably practicable. However, this requirement
generally would not force the fund to lquidate sny
portiolio instrument where the fund would suffera
loss on the sule of that instrument.

" Section 22{e) of the Act |15 US.C, 80s-22(e)}.
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affected by the purchase of illiguid
instruments, If the investment company
found that it was forced to sell portfolio
instruments in order to satisfy
redemptions, it might sell marketable
securities which it would otherwise
wish ta retain in order to avoid
attempting to dispose of non-negotiable
instruments or other illiquid
instruments, since the sale of non-
negotiable or illiquid securities would
necessitate the money market fund's
accepling a reduced price. The judgment
concerning which securities would be
retained would no longer be based upon
comparative investment merit.
Therefore, the board of directors has a
particular responsibility to ensure that
when a money market fund purchases or
acquires illiquid instruments, such
instruments will not impair the proper
management of the fund.

Finally, the purchase of illiquid
instruments can seriously complicate
the valuation of 8 money market fund's
shares and can result in the dilution of
shareholders' interests. If illiquid
instruments which were valued at
amortized cost were disposed of at a
reduced price, then, in retrospect, the
net asset value of the money market
fund would have been overstated.
Similarly, if illiquid instruments were
valued at a discounted value (to
compensate for the possibility that they
may have to be disposed of prior to
maturity), but were heid to maturity and
thus yielded their full value, the net
asset value of the money market fund
would have been understated,
Regardless of the types of instruments
purchased, the board of directors of a
money market fund is under the same
obligation to ensure that the price per
share correctly reflects the current net
asset value per share of the fund.
Therefore, when a fund purchases
illiquid instruments, the board of
directars has a fiduciary duty to
uscertain that the fund is operated in
such a manner that the purchase of such
instruments does not materially affect
the valuation of the fund’s shares.

Obligation of the Board to Maintain
Stable Price

A money markel fund that describes
itself in its prospectus as having or
seeking to maintain a stable price per
share through portfolio management and
use of a special pricing or asset
valuation method has an obligation to
its shareholders to continue the chosen
method so long as it is consistent with
the provisions of the Act, until
shareholders are notified of a change in
policy. The Commission believes that
where a money market fund adopts
either the amortized cost valuation or

penny-rounding pricing method under
the rule to enhance its ability to
maintain a stable price it has a
heightened responsibility to
shareholders to maintain that stable
price. Accordingly. under paragraphs
(a)(2)(i) and (a)(3)(i) of the rule, the
board of direclors of a money market
fund wishing to use either penny-
rounding or the amortized cost valuation
method has a particular obligation to
assure that the fund is managed in such
a way that a stable price will be
maintained.

The rule as originally proposed
contemplated that funds using either the
amortized cost method or penny-
rounding method would stabilize their
net asset value per share or their price
per share, respectively, at $1.00. In so
doing the Commission did not wish to
foreclose funds from using a single
stabilized value other than $1.00, but
was merely codifying what seemed to be
an industry practice. The Commission
received a few comment letters which
expressed the desire to have some
flexibility in the value at which a fund
would be stabilized. Therefore,
paragraphs (a}{2)(i] and (a)(3)(i) of the
rule were revised to permit funds using
amortized cost or penny-rounding to
stabilize the net asset value per share or
price per share, respectively, at a single
value, rather than specifically at $1.00.

For a fund seeking to use the
amortized cost valuation method, the
board of directors has a responsibility to
establish procedures reasonably
designed to stabilize the fund’s net asset
value per share., For & fund seeking to
use the penny-rounding method, the
board of directors has a responsibility,
through its supervision of the fund’s
operations and delegation of special
responsibilities to the investment
adviser, to assure, to the extent
reasonably practicable, that the money
market fund's price per share remains
stabilized al the single value selected.®

Testimony by witnesses irom the
investment company industry presented
at the hearings on the original
applications for amortized cost
valuation alleged that with the
limitations on quality and length of

* The rule mandates thut the board act in some
specific ways 1o fullill its reaponsibility to ensure a
stuble net assel valoedr price: having the fund
maintsin an appropriate dollar-weighted average
maturity and permitting the fund to invest only in
instruments which present @ minimal credit risk and
are of high quality, Thus, for example, It appeurs
tha! the board of director should, absent
extenuating ciroumstances which would cause such
action nol to be in the hest intarest of the fund,
cause the maney market fund 1o dispose of any
security as noon as practicable, If the quality of that
nstrument falls below “high quality." See olso
footnote 22, supro,

maturity provided, short of
extraordinarily adverse conditions in
the market, a money market fund that is
propertly managed should be able to
maintain a stable price per share.*! The
orders granting exemptive relief and this
rule, which cosmes those orders. are
premised on that répresentation.
Therefore, the Commission believes that
if a money marke! fund relying on this
rule is unable to maintain a stable net
assel value per share, and this inability
is not due to highly unusual conditions
affecting the money markets in general,
there is a strong presumption that the
board of directors has not fulfilled its
obligation to-ensure that the fund is
properly managed.*

Monitoring the Fairness of the
Valuation or Pricing Method

In addition to the restrictions on the
types of portfolio investments that may
be made, the provisions of the rule
impose obligations on the board of
directors to assess the fairness of the
valuation or pricing method and take
appropriate steps to ensure thal
shareholders always receive their
propartionate interest in the money
market fund. Paragraph {a)(1) of the rule
provides that the board of directors of
each money market fund relying on the
rule must determine that the valuation
or pricing method selected is in the bes!
interests of the shareholders of the fund.
That finding must be made prior to the
implementation of the selected method,
and the board must continue thereaftc:

 Proceedings before the Securities and Exch
Commission in the Matter of InterCapital Liqu:d
Asset Fund. Inc., ef al, 3-5431, December 20, 1074
al 1414,

* The Commission received saveral negative
comments in response to this view, These
commentators siated that no presumption of failure
by the board 10 fulfill its responsibilities should fow
from the fund's fallure to maintain a stable net aset
value por share and that the Commission should
focus upon whether the procedures adopted were
reasonable, As stated elsewhere in this release. the
Commission does not expect the board of directors
to be Insurers of the sctivities of the investment
advisor o of the fund. The Commission has
evaluated in the past, and would similarly evaluoe
in the future, the sctions of the boand of directon
based upon 4 reasonable business standard
However, in permitting funds 10 use the umorticd .
cost valuation method, the Commission was assuree
thot under all but extreme circumstances, the
responsibilities imposed by the rule. if fullilled
would produce stahility. The rule and the s
exemptive opders provide the board with
substantial discretion in sdopting procedures &
achieve this end. The mere adoption of those
specific procedures required in the rule and ’
exemptive orders will not, per g, fullill the boarcs
responsibilities. On the other Hund, if 4 bourd
adopts proceduros which are reanonably desiy
to assure siability and the board acta in a
reasonable fashion 1o dssune that those proced
are followed, the Commission would not hold the
bourd responaible for any fsllure 1o maintain 4
stable net asset value per share.

et
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to believe that the method fairly reflects
the market-based net asset value per
share.** Moreover, the minutes should
reflect the finding and include the
factors that were considered by the
board and the board’s analysis of those
factors in reaching its conclusion. The
rule imposes an obligation on the board
lo discontinue the use of the selected
valuation or pricing method if it ceases
to reflect fairly the market-based net
asset value per share. In that case, the
fund’s current price and net asset value
per share would ordinarily have to be
determined in conformance with the
provisions of section 2(a)(41) of the Act
[15 U.S.C. 80a-2(a)(41}] and rules 2a-4
and 22c-1 thereunder [17 CFR 270.25-4
and 270.22c-1).

In addition to the general obligation to
assess the fairness of the valuation or
pricing system, paragraph (a)(2)(ii) of the
rule requires the board of a money
market fund relying on this rule and
using the amortized cost method of
valuation to adopt procedures whereby
the board periodically will review the
monitoring of the deviation between the
per share neft asset value based on the
market value of the portfolio (“market-
based value") and the price per share
computed from a net asset value per
share calculated using the amortized
cost valuation of the portfolio, which
mus! be performed at intervals that are
deemed appropriate by the board and
are reasonable in light of current market
conditions. In addition, the rule requires
the maintenance of a record of both
functions. The rule does not prescribe
specific intervals for such monitoring;
however, the board must select intervals
that are reasonable “in light of current
market conditions.” This means that the
reviews should be frequent enough so
that the board may become aware of
changes in the market-based per share
net asset value before they become
material, During periods of high market
volatility, this requirement may
necessitate that the deviation between
such market-based value and price be
monitored on a daily basis. During
periods of lower volatility, it may be
reasonable 1o monitor such deviation
less frequently,

As with other functions required by
the rule, the board is not compelled to
perform the actual day-to-day

! This requirement was not explicitly listed as a

¢ifion of the prior exemptive orders: however,

¢ obligation existed as b result of: {1) the geneeal
(eation of @ board to value portfolio instruments
" value, which would cause the net asset valoe
rsqare to reflect fuitly each shareholder's
et and (2) the specific condifion of the orders
"' required the board to tuke action to eliminate
il for dilution or unfair results, which
! ; lude ceasing to use the amortized cost

monitoring itself. That function may be
performed by the investment adviser or
some other entity. However, the board is
ultimately responsible for the monitoring
function, The board does not fulfill its
responsibility to review such monitoring
by merely requiring the investment
adviser to notify it at some designated
benchmark, unless the board has a
reasonable basis for believing that the
portfolio is being correctly and
appropriately monitored. In order to
have such a reasonable basis, the
Commission believes that the board
should assure itself that the intervals
between monitoring will be changed as
appropriate 1o be responsive to changing
markel conditions and that the
monitoring process will include an
appropriate method to determine the
market value of each type of instrument
contained In the fund’s portfolio. In
addition, the Commission believes that
periodically the board should review the
actual monitoring calculations.

In determining the market-based
value of the portfolio for purposes of
computing the amount of deviation, all
portfolio instruments, regardless of the
time to maturity, should be valued based
upon market factors and not their
amortized cost value.** That value
should reflect the amount that would be
received upon the current sale of the
assel. Accordingly, a non-negotiable
instrument which is not treated as an
illiguid security because it may be
redeemed with the issuer, subject to a
penalty for early redemption, must be
assigned a value for monitoring
purposes which takes into account the

** Release 9788 net forth the Commission’s
position that it would not object to u board of
directors determining. in good faith, that it was
uppropriate for & money market fund to value
securitios with less than 60 days remaining until
maturity nt amortized cost, unless the particular
circumstances dictate otherwise. The impacsol that
releane was 1o obviate the necessity of exemptive
relief for such valuation. Thas, while it may be
uppropriste {or the board to value certain portfolio
socurities at amortized cont without adherence to ~
the conditions contulned in the rule, Release 9766
does not wifect the monitoring procedures under this
rule. Where the fund is using amortized cost
valuation to such an extent that exemptive rellef is
necessary. r.e. its portfolio contuing any security
with & matority in excess of 80 days, the monitoring
procedures contuined in the rule are desigred 1o
place a limitation on the total doviation between the
fund's amortized cost value and its market-based
vaiug. In order to calculate precisely that total
deviation, all instruments must ba valued at macket
valoe. In nddition, prudence would seem to sugpest
that funds which are relying solely on Release 9768
in order ta allow them 10 use the amortized cost
method of valuing their portfolio securities should
institute procedures to monltor whether any
“particular circumstances™ have developed which
make the use of amortized cost no longer
appropriute,

reduced amount that would be received
if it were currently liquidated.**

The rule was modified slightly to
indicate explicitly that the monitoring
may be performed with suitable
substitutes for market quotations. The
Commission will not object if a fund,
with the approval of its board,
determines the market-based value of
each instrument using estimates of
market value which reflect current
market conditions or using values
derived from yield data relating to
classes of money market instruments
obtained from reputable sources,
provided tha!l certain minimum
conditions are met. Where estimates of
market value rather than actual
quotations are used, the board should
review and approve the method by
which such estimates will be obtained.
Any pricing system based on yield data
for selected instruments used by a fund
must be based upon market quotations
for sufficient numbers and types of
instruments to be a representative
sample of each class of instrument held
in the portfolio, both in terms of the
types of instruments as well as the
differing quality of the instruments.
Moreover, periodically, the board should
check the accuracy of the pricing system
or the estimales, If the fund uses an
outside service to provide this type of
pricing for its portfolio instruments, it
may not delegate to the provider of the
service the ultimate responsibility to
check the accuracy of the system.

The rule does not include a specific
requirement that a money market fund
using the penny-rounding method
monitor the market-based value of its
shares because such market-based
valuation generally is itself the basis for
the calculation of the per share net asset
value upon which the price per share is
computed. However, where a penny-
rounding money market fund uses the
amortized cost method to value portfolio
instruments with remaining maturities of
60 days or less,*® monitoring the
deviation between the net asset value
per share calculated using the market
based value of all its portfolio
instruments and its price per share may

4% A non-negotinble instrument, which may. be put
back to the issuer subject to o penalty may be
trontad as o liquid secunity, provided that for
maonitoring purposes the market value ussigned to
the instrument includes the effect of the penalty, or
it muy be treated as an illiquid security, with no
reduction in value to refiec! the penally charge;
provided that the security is then counted towards
the ten percent mitation on illiquid securities. A
money market fund. especinlly # fund with
expedited rodemption features, should carefully
consider, however. whather securities subject 1o a
penalty may impalr the fund’s liquidity.

V¢ See footnote 44, supro.
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be necessary in order for the board to
fulfill its responsibility to oversee the
use of the penny-rounding method. If the
price per share obtained through penny-
rounding does not fairly represent each
shareholder's interest in the fund, the
board is obligated to use another pricing
system which does fairly reflect each
shareholder's interest. Particularly in a
volatile market, if a penny-rounding
fund were o use amortized cost
valuation for a material portion of its
portfolio, monitoring of actual market
values might be necessary in order for
the board to make a determination
regarding the current fairness of prices
obtained under the penny-rounding
method. Moreover, the board’s
obligation to assure that the money
market fund is maintaining an
appropriate dollar-weighted average
maturity to ensure stability may require
that the per share net asset value based
upon the market value of all the fund's
portfolio instruments be monitored in
order for the board to make a
reasonable determination whether the
malurity must be changed in order to
ensure stability. The money market fund
should retain a written record of any
monitoring and the frequency of such
monitoring should be appropriate in
light of current market conditions.

Obligation of the Board to Take Action
to Stabilize Net Asset Value Per Share

Pursuant to paragraph (a)(2){i) of the
rule, the board of directors of a money
marke! fund using the amortized cost
method must establish procedures
reasonably designed, taking into
account current market conditions and
the fund's investment objectives, lo
stabilize the funds's per share net asset
value at a singe price. While the rule
does not mandate the specific content of
the procedures other than as set forth in
paragraph (a)(2)(ii), described below,
the procedures must be in wriling
(paragraph (a](2)(v)) and should provide
for action on the part of the investment
adviser or the board of directors to
ensure that the per share net asset value
remains stable, Since the rule prescribes
only the minimum provisions that must
be included in the procedures adopted
by the board, the Commission
emphasizes thal the board should
consider carefully what types of
procedures it may wish to establish in
order to satisfy the responsibilities to
ensure stability and fair valuation
undertaken in connection with selecting
the valuation method. Examples of types
of other procedures that boards may
wish to consider adopting are: (1) “early
warning systems"” whereby the board
establishes a procedure requiring the
investment adviser to inform the board,

and the board to meet and consider
what action is appropriate to take,
whenever the market based per share
net asset value of the fund falls below or
rises above some predesignated level;
and (2) procedures which require the
investment adviser to modify its
portfolio purchases in specified ways as
market conditions change.

The specific provisions prescribed in
paragraph (a)(2)(ii) of the rule include an
obligation that, in the event that the
deviation between market-based net
asset value per share and amortized
cost price exceeds % of 1 percent ¢ the
board of directors will promptly
consider what action, if any, should be
initiated by the board. * In fulfilling that
obligation, the Commission takes the
position that it is inappropriate, and will
not satisfy the condition, for the board
of directors to determine that it need not
take any action to stabilize the per share
net asset value on the basis that the
amount of deviation will be reduced
over time by anticipated interest rate
changes in the market. The Commission
bases its position on the fact that the
board has, by undertaking to establish
procedures to stabilize the net asset
value per share, obligated itself to take
affirmative action to ensure stability.
Because no one can forecast with
certainty market trends, or at what point
the fund might experience a large
increase in redemptions, the
Commission believes that a decision not
to take any action to reduce the
deviation, based upon a belief that
market action will reduce the deviation,

* In determining whether the deviation exceeds
Vs of 1 petcent, the market-based per shure not
assel value must be calculated to the nearest one-
hundredth of a cent on a share value of one dollar
with no rounding, Therefore, where a fund hus an
amortized cost price of $1.00, & market-based nel
asset value per share of 49500 would not be
considered a8 exceeding the % of 1 percent mark,
but & value of 99499 could not be rounded up and
thus the deviation would be considered to exceed
this benchmark.

“ The Commission recelved a comment that the
rule should be revised to permit corrective action to
be taken either by the board or by the investment
adviser pursuant to guidelines established by the
board once the fund reached the point where the
deviation exceeded % of 1 parcent. While the
Commission has no objection 1o the board directing
the investment adviver 10 tuke the ectual steps
necessary 10 corvect the deviation, it does not
beliove that the determination of what sctlon should
be delegated 10 the investment adviser, even if it is
pursuant to board guidelines. The purpose of this
provision is fo have the hoard persanally review the
operations of the fund ut o point which the
Commission views s critical. Therelore. this
portion of the rule remains unaltered. We note,
however, that as discussed elsewhers in this
telease, the board may adopl procedures for the
investmont adviser lo take corrective action within
certain guidelines established by the board at
stages prior to resching Y% of 1 percent deviation.

is not an action reasonably designed to
ensure stability. *

The board is required additionally 1o
take such action as it deems appropriale
whenever it believes that the amount of
deviation may result in material dilution
or other unfair results to investors or
existing shareholders. ®The rule neither
specifies what actions the board must
take. nor lists, as orders of exemption
have, possible courses of action.
However, thete is a variety of methods
to reduce the deviation, including:
Adjusting dividends; selling portfolio
instruments prior to maturity to realize
capital gains or losses or to shorten the
average portfolio maturity of the money
market fund; or redeeming shares in
kind.**

In any event, as provided in
paragraph (a)(1) of the rule, if the board
were ever to determine that the
deviation was such that it could no
longer conciude that the amortized cost
price fairly reflected the market-based
net asset value per share, because of the
possibility of dilution or other unfair
results, it would have to discontinue use
of the amortized cost method of
valuation and calculate its price per

» The Commission recetved @ number of
comments disugroeing with its viow that the board
is requirad 10 take affirmative sction [0 stabilize the
per share net asset value of the fund. Commentatars
expressed the view that the hoard should be given
total discretion 1o exercise reasonible business
judgment concerning what actions. if any, are
needed 10 ensure stability. While the Commission
agrees that the board should be given considerable
discretion In defermining how the Tund shoald be
operated to achieve the gou! of stability, the rule
and the exemptive orders require the board to
operate within certuin limifations that are designed
to function ws safety checks, Therefore, the
Commission continues fo take the position that the
board should not have anfettered discrefion
However, the C | has modified its prior
position to the extent that it will not necessurily
regard u board’s decision not 1o take action bured
upots the anticipated mataration of portfolio
instruments a3 per se unreasonable. Any such
decision. however, would be dlosely scrutinized o
determine whather in light of the particalar
clrcumstances, such a decision was an kction
reasonubly designed to ensure stability.

w1t should be noted that this requirement of the
rule does not depend upon a determination that the
deviation wi/l result in material dilution, only that !l
may. Because the Commission deems & deviation of
% of } percent to be a matetial amount, under all
but highly unusual circumstances, \he Commission
would find that a deviation exceeding ' of 1
percent may regolt i material dilution or other
unfair resultd to shareholders. Thua, itis unlikely
that & board of directars could, in conformance witk
the provisions of the rule, make a finding that no
sction wis necessary when the daviation reached
that level. Moreover, a bourd may find that the
possibility of materin] dilution exists when the
deviation is less than % of 1 t. In auch un
event, the board would also be obligated to lake
corrective action.

5 The Commission is not progosing to codify such
examples in ordar to uveid any implication that
other actions would be inappropriate.
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share in accordance with the provisions
of the Act and rules thereunder. *Jt
should be noted, however, that the
board of directors must undertake, as a
duty to shareholders, the responsibility

 establishing procedures reasonably
designed to preclude the necessity for
such a switch in valuation methods.
Although the rule does not prescribe
the specific actions that the board of
directors of a fund using the penny-
rounding method mus! take at a given
time ta assure thal the price per share
does not fluctuate, the rule explicitly
imposes an obligation on the board to
operate the fund in such a manner and,
therefore, take action, to preclude a
change in the price per share. As the net
assel value per share begins to move
away from one dollar, the board should
consider, among other things altering the
average portfolio maturity or the quality
of instruments purchased to stabilize the
current price per share at one dollar.
With the penny-rounding method, if
the net asset value * ever fell below
99500 or rose above 1.00500 without
rounding on a share value of $1.00, the
fund would have to change its price per
share to $.99 or $1.01, respectively, or
would have to cease to use the penny-
rounding method and calculate its price
with the accuracy of at least a tenth of a
cent. However, under the conditions of
the rule, a fund may similarly have to
adjust its price under another
circumstance. As noted in Release 9786,
a fund using penny-rounding may, if the
board deems it appropriate, value
portfolio securities with less than 60
days until maturity at amortized cost. If
all securities held by such a fund were
to be valued at market and the net asset
value per share based upon those
market values, rounded to the nearest
one cent, did not fairly reflect the single
price per share, then pursuant to
paragraph (a)(1) of the rule the fund
would have to cease to price its shares
;'u lha; single price established by the
L0ard.
O —

*Even without this provision of the rule, the
bosrd of directors has an obligation to discontinue a
pacing method that does not fairly reflect the value
of the fund's securities. As set forth in Release 6788,
rection 2{a j{41) requires the bourd of directors to
Vuive the fund's assets at fair value as determined

ood faith. The language of this obligation was

ied slightly in response to comments that
dicated that the original language requiring the

paice to fairly reflect the value of esch shareholder's
imterest was vague: that the shareholder’s interest
Was the fair market value of o share and that the
“HI* should be modified to reflect that.
“ The net asset value must be calculated using
market-hused values for all instruments other than
ose with less than 60 days until maturity, which
f’""fvtl-', may be valued at amortized cost. unless
;.m‘ ular circumstances dictute otherwise. Sep
“otnole 44, suprg

.

Record of Actions Taken to Stabilize
Price

Under paragraph (a){2){v) of the rule a
money market fund using the amortized
cost method must maintain a written
record that documents the board's
compliance with its obligations under
the rule, including its responsibility to
consider and take action where
mandated. The rule provides that the
documentation, which should include a
discussion of all instances where the
board considered whether action should
be taken and what actions were
initiated, must be included in the
minutes of the board of directors’
meetings and must be preserved for six
years, Such documentation must also be
made available for inspection by the
staff of the Commission. In addition,
pursuant to paragraph (a)(2)(vi), if any
action is taken pursuant to paragraph
(a)(2)(ii)(C) of the rule, the board of
directors shall cause the fund to file
quarterly, as an attachment to Form N-
1Q (17 CFR 274.106), a statement
describing with specificity the
circumstances surrounding the action
and the nature of the action taken. This
provision of the rule is a slight departure
from the existing orders in that it
requires funds to make a filing only if
some action was taken.* The
Commission believes that the modified
filing requirement, in conjunction with
the board's monitoring, will provide
adequate controls over the use of the
amortized cost valuation method and is
in accord with the purposes of new
provisions regarding the filing of Form
N-1Q's and the reduced paperwork
burdens thereof.%*

List of Subjects in 17 CFR Part 270

Investment companies, Reporting and
recordkeeping requirements, Securities.

Text of Rule

PART 270—RULES AND
REGULATIONS, INVESTMENT
COMPANY ACT OF 1940

Part 270 of Chapter 11 of Title 17 of the
Code of Federal Regulations is amended
by adding new § 270.2a-7, as follows:

*The existing orders require u quarterly filing
stiting whether or not any action was laken. In
order to eliminate differential treatment, the
Divizion will not recommend thit the Commission
take any action against a fund If it continues to rely
on its individual exemptive order but follows the
Form N-1Q reporting requirement contained in the
rule.

M See Securities Act Release No. 6368 (December
16, 1981), 46 FR 62246 (Decomber 23, 1881).

§ 270.2a-7 Use of the amortized cost
valuation and penny-rounding pricing
methods by certain money market funds.

(a) The current price per share, for
purposes of distribution, redemption and
repurchase, of any redeemable security
issued by a registered investment
company (hereinalter referred to as a
money markel fund), notwithstanding
the requirements of section 2{a)(41) of
the Investment Company Act of 1840 [15
U.S.C. 80a-2(a)(41}} and of rule 2a-4 [17
CFR 270.2a-4) and rule 22¢-1 [17 CFR
270.22¢c~1] thereunder, may be computed
either by use of the amortized cost
method of valuation or by use of the
penny-rounding method of pricing:
Provided, That:

{1) The board of directors of the
money market fund (lrustees in the case
of a trust) determines, in good faith
based upon a full consideration of all
material factors, that it is in the best
interests of the fund and its
shareholders to maintain a stable net
asset value per share or a stable price
per share, by virtue of either the
amortized cost method of valuation or
by use of the penny-rounding method of
pricing, and that the money market fund
will continue to use such method only so
long as the board of directors believes
that it fairly reflects the market-based
net asset value per share; and either

{2) In the case of a money market fund
using the amortized cost method of
valuation:

(i) In supervising the money market
fund’s operations and delegating special
responsibilities invloving portfolio
management to the money market fund's
investment adviser, the money market
fund's board of directors (trustees)
undertakes—as a particular
responsibility within the overall duty of
care owed to its shareholders—to
establish procedures reasonably
designed, taking into accoun! current
market conditions and the money
market fund'’s investment objectives, to
stabilize the money market fund's net
asset value per share, as computed for
the purpose of distribution, redemption
and repurchase, at a single value;

(ii) Included within the procedures to
be adopted by the board of directors
(trustees) shall be the following:

(A) Procedures adopted whereby the
extent of deviation, if any, of the current
net asset value per share calculated
using available market quotations (or an
appropriate substitute which reflects
current market conditions) from the
money market fund’s amortized cost
price per share, will be determined at
such intervals as the board of directors
(trustees) deems appropiate and are
reasonable in light of current market
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conditions; periodic review by the board
of directors (trustees) of the amount of
the deviation as well as the methods
used to calculate the deviation; and
maintenance of records of the
determination of deviation and the
board's review thereof,

(B) In the event such deviation from
the money markel fund's amortized cost
price per share exceeds % of 1 percent,
a requirement that the board of directors
{trustees) will promptly consider what
action, if any, should be initiated by the
board of directors (trustees), and

(C) Where the board of directors
(trustees) believe the extent of any
deviation from the money market fund’s
amortized cost price per share may
result in material dilution or other unfair
results to investors or existing
shareholders, it shall take such action as
it deems appropriate to eliminate or
reduce to the extent reasonably
practicable such dilution or unfair
results;

(iii) The money market fund will
maintain a dollar-weighted average
portfolio maturity appropriate to its
objective of maintaining a stable net
asset value per share; Provided,
however, That the money market fund
will not: {A) Purchase any instrument
with & remaining maturity of greater
than one year, or (B) maintain a dollar-
weighted average portfolio maturity
which exceeds 120 days;

(iv) The money market fund will limit
its portfolio investments, including
repurchase agreements, to those United
States dollars-denominated instruments
which the board of directors (trustees)
determines present minimal credit risks
and which are of “high quality" as
determined by any major rating service,
or in the case of any instrument that is
not rated, of comparable quality as
determined by the board of directors
(trustees);

(v) The money marke! fund will
record, maintain, and preserve
permanently in an easily accessible
place a written copy of the procedures
(and any modification thereto)
described in paragraph (a)(2)(i) of this
section and the money market fund will
record, maintain, and preserve for a
period of not less than six years (the
first two years in an easily accessible
place) a written record of the board of
directors’ (trustees) considerations and
actions taken in connection with the
discharge of its responaibilities, as set
forth above, to be included in the
minutes of the board of directors’
(trustees’) meetings. The documents

preserved pursuant to this condition
shall be subject to inspection by the
Commission in accordance with section
31(b) of the Act [15 U.S.C.80a-30(b)] as if
such documents were records required
to be maintained pursuant to rules
adopted under section 31(a) of the Act
[15 U.S.C. 80a~30)}; and

(vi) If any action was taken pursuvant
to paragraph (a)(2)(ii)(C) of this section,
the money market fund will file a
statement as an attachment to Form N~
1Q (filed pursuant to rule 30b1-1(b))
describing with specificity the nature
and circumstances of such action within
30 days after the close of each calendar
quarter during which such action was
taken: or

(3] In the case of a money market fund
using the penny-rounding method of
pricing:

(i) In supervising the maney market
fund’s operations and delegating special
responsibilities involving portfolio
management to the money market fund'’s
investment adviser, the money market
fund’s board of directors (trustees)
undertakes—as a particular
responsibility within the overall duty of
care owed to its shareholders—to assure
to the extent reasonably practicable,
taking into account current market
conditions affecting the money market
fund’s investment objectives, that the
money market fund’s price per share as
computed for the purpose of
distribution, redemption and repurchase,
rounded to the nearest one per cent, will
not deviate from the single price
established by the board of directors
(trustees). y

(ii) The money market fund will
maintain a dollar-weighted average
portfolio maturity appropriate to its
objective of maintaining a stable price
per share; Provided, however, That the
money market fund will not (A)
purchase any instrument with a
remaining maturity of more than one
year, or (B) maintain a dollar-weighted
average portfolio maturity which
exceeds 120 days; and

(iii) The money market fund will limit
its portfolio investments, including
repurchase agreements, to those United
States dollar-denominated instruments
which the board of directors (trustees)
determines present minimal credit risks,
and which are of “high quality" as
determined by any major rating service
or, in the case of any instrument that is
not rated, of comparable quality as
determined by the board of directors
(trustees).

(b) Definitions. (1) The “amortized
cost method of valuation” is the method
of calculating an investment company's
current net asset value whereby
portfolio securities are valued by
reference to the fund's acquisition cost
as adjusted for amortization of premium
or accumulation of discount rather than
by reference to their value based on
current market factors.

(2) The “penny-rounding method of
pricing™ is the method of computing an
inyestment company'’s price per share
for purposes of distribution, redemption
and repurchase whereby the current net
asset value per share is rounded to the
nearest one percent,

(3) A variable rate instrument is one
whaose terms provide for automatic
establishment of a new interest rate on
set dates,

(4) A floating rate instrument is one
whose terms provide for automatic
adjustment of its interest rate whenever
some specified interest rate changes,

(5) The maturity of an instrument shall
be deemed to be the period remaining
until the date noted on the face of the
instrument as the date on which the
principal amount owed must be paid, or
in the case of an instrument called for
redemption, the date on which the
redemption payment must be made,
except that:

(i) If the board of directors (trustees)
has determined that it is reasonable to
expect that whenever a new interest
rate on a variable rate instrument is
established it will then cause the
instrument to have a current market
value which approximates it par value,
(A) an instrument that is issued or
guaranteed by the United States
government or any agency thereof which
has a variable rate of interest readjusted
no less frequently than annually may be
deemed to have a maturity equal to the
period remaining until the next
readjustment of the interest rate; (B] &n
instrument which has a demand feature
that entitles the holder to receive the
principal amount of such instrument
from the issuer upon no more than seven
days' notice and which has a variable
rate of interest may be deemed to have
a maturity equal to the longer of the
period remaining until the interest rate
will be readjusted or the period
remaining until the principal amount
owed can be recovered through demand.
Provided, That the board of directors
(trustees) determines no less frequently
that quarterly that the instrument is of
high quality; and {C) an instrument
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which has a variable rate of interest

may be deemed o have a maturity equal
to the period remaining until the next
readfustment of the interest rate,
Provided, That the period remaining

until the date noted on the face of the
instrument as the date on which the
principal amount owed must be paid is
one year or less;

(ii) An instrument which has a
demand feature that entitles the holder
to receive the principal amount of such
instrument from the issuer upon no more
than seven days’ notice and which has a
floating rate of interest may be deemed
to have a maturity equal to the period of
time remaining until the principal
amount owed can be recovered from the
lssuer through demand, Provided, That
the floating interest rate is adjusted
concurrently with any change in an
identified market interest rate to which
it is pegged and the board of directors
trustees) determines (A) that it is
reasonable to expect that such floating
rate feature will ensure that the market
value of such instrument will always
approximate its par value, and (B) no
less frequently than quarterly that the
instrument is of high quality;

(iii) A repurchase agreement may be
treated as having a maturity equal to the
period remaining until the date on which
the repurchase of the underlying
securities is scheduled to oceur, or
where no specific date is specified, but
the agreement is subject to demand, the
notice period applicable to a demand for
the repurchase of the securities; and

[iv) A portfolio lending agreement
may be treated as having a maturity
equal to the period remaining until the
date on which the loaned securities are
scheduled to be returned, or where no
specific date is specified, but the
dgreement is subject to demand, the
notice period applicable to a demand for
return of the loaned securities.

(6) “One year" shall mean 365 days
except, in the case of an instrument that
was originally issued as 4 one year
instrument. but had up to 375 days until
maturity, one year shall mean 375 days.

Statutory Basis: Rule 2a-7 is
promulgated pursuant to the provisions
f'f sections 6{c) (15 U.S.C. 80a-6(c)) ,
&{c) (15 U.S.C. 80a-22{c)) and 38(a) (15
us.c 80a~37(a)) of the Act.

By the Commission,

July 11, 1083,

Shirley E. Hollis,

\ssistant Secretary.

R Doc. 83-19299 Filed 71583 M43 am]
BLUNG COOE 8010-01-M

DEPARTMENT OF ENERGY

Federal Energy Regulatory
Commission

18 CFR Parts 101, 104, 201, and 204

[Docket No. RM83-61-000]

Technical Amendments to the Uniform
Systems of Accounts for Public
Utilities and Licensees and Natural
Gas Companies

Issued March 29, 1983 and corrected by
Erratum Notice issued May 13, 1983

AGENCY: Federal Energy Regulatory
Commission, DOE.

ACTION: Technical amendments to
correct errors.

SUMMARY: By these amendments, Parts
101, 104, 201, and 204 of Title 18 of the
Code of Federal Regulations are
amended to correct errors which have
occurred in Title 18. The parts are
further revised to delete the subtitle
classifications from the textual section
and to arrange the text of the accounts
in a numerical sequence.

EFFECTIVE DATE: March 29, 1983,

ADDRESS: Office of the Secretary,
Federal Energy Regulatory Commission,
825 North Capitol Street NE.,
Washington, D.C. 20428,

FOR FURTHER INFORMATION CONTACT:
Elaine Dawson, Office of Chief
Accountant, Federal Energy Regulatory
Comm., 825 North Capitol Street NE.,
Washington, D.C, 20426, (202) 376-9782.
Jonas P. Green, Office of Chief
Accountant, Federal Energy

Regulatory Conim,, 825 North Capitol
Street NE., Washington, D.C. 20426,
[202) 376-9624.

SUPPLEMENTARY INFORMATION: By these
amendments, the Uniform System of
Accounts Prescribed for Public Utilities
and Licensees Subject to the Provisions
of the Federal Power Act and the
Uniform System of Accounts Prescribed
for Natural Gas Companies Subject to
the Provisions of the Natural Gas Act,
are amended to correct errors which
have occurred in Title 18 of the Code of
Federal Regulations. The accounts are
further revised to delete the subtitle
classifications from the textual section
of the accounts and place the texts of
the accounts in numerical sequence by
account groun.

A. Background and Summary

The Uniform System of Accounts
Prescribed for Public Utilities and
Licensees consists of (1) Part 101 for
Class A and Class B Companies and (2)
Part 104 for Class C and Class D
Companies. The Uniform System of
Accounts Prescribed for Natural Gas

Companies consists of (1) Part 201 for
Class A and Class B Natural Gas
Companies and (2) Part 204 for Class C
and Class D Natural Gas Companies,

Several errors have occurred in the
Uniform Systems of Accounts in Title 18
CFR. Under'these amendments, the
Chart of Accounts to the Uniform
Systems of Accounts is amended to
correct those errors. The accounts are
further revised to delete the subtitle
classifications from the textual sections
of the Accounts and to arrange the texts
in a numerical sequence by account
groups. These changes in the accounts
as printed in the Code of Federal
Regulations do not add or delete any
required information, but rather correct
errors in the Accounts as printed in the
Regulations, and enhance the format in
which the text of the accounts are
printed in the Regulations, which will
allow for easier reference, and lessen
the possibility of confusion.

In consideration of the foregoing,
Parts 101, 104, 201, and 204, Title 18 of
the Code of Federal Regulations, are
amended as set forth below.

Kenoeth F. Plumb,
Secretary.

PART 101—[AMENDED)

1. Part 101 is amended in the section
entitled, "Income Chart of Accounts,” by
adding two subtitle classifications under
the classification, 2. Other Income and
Deductions,” and placing Account 420,
Investment tax credits” immediately
following Account “411.5, Investment
tax credit adjustments, nonutility
operations.” As amended, the "Income
Chart of Accounts” will read:

Income Chart of Accounts

2. Other Income and Deductions.
A. Other Income.

415 Revenues from merchandising,
jobbing and contract work.

B. Other Income Deductions.
421.2 Loss on disposition of property.

C. Taxes Applicable to Other Income
and Deductions.

408.2 Taxes other than income taxes,
other income and deductions,

4115 Investment tax credit adjustments,
nonutility operations.

420 Investment tax credits.

Totsl taxes on other income and
deductions.
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Net other income and deductions. entitled “"Balance Sheel Accounts,” the “Income Chart of Accounts” will
¢ . : . “Electric Plant Accounts,” “Operating read:
2. Part 101 is amended in the sections  Revenue Accounts,” and “Operation
entitled “Balance Sheet Accounts,” and Maintenance Expense Accounts" by
“Electric Plant Accounts,” “Income removing the subtitle Classifications. 1. Utility Operating Income

Accounts,” “Operating Revenue As amended the text of the Sections 400 Operating revenues.

Accounts," and “Operation and will have the following removed: Operating expenses:

Maintenance Expense Accounts” by 401 Operation expense.

deleting the subtitle classification. As 402 Mainlenance expense,

amended the text of these sections will - 403 Dopreciation expense,

have the following removed: 404.1 -Amortization and depletion of
producing natural gas iand and land
rights.

404.2 Amortization of underground storage
land and land rights,

404.3  Amortization of other limited-tem g

In the Balance Sheet Accounts plant.
Assots and Other Detats.... 405 Amortization of other gas plant

Y Uity Plant - 406 Amortization of gas plant acquisitior
b . 2. Other Property and invesiments.... ad)ummunls
ance Shoel ounts 3, Cutront and Accruad Assots . >

Assotz u:'oxgaowu " !f‘cc . ; 4. Doterred Dobits .. = o 407.1 Amortization of property losses,

1. Usiity Plant -] Lishifies and Other Credis .. it 3 407.2 Amortization of conversion exp

2. Othr Property invesiments ... .. 5; Propretary Captal ST 408 [Reserved]

3. Current and Accrued Assets \ 6. Long-Term Debt.... VI Tax g N !

4. Daterred Dobits ‘ 7. Current and Accrued Lisbibes .| )y 408.1 . Taxes other than incomn taxes, u
Liaditan and Other Cradits 6. Dedorrod Crods. . operating income.

5. Propoelary CAPBN v etroes 9. Oporuting Roservos.... .. 400 [Reserved|]

8. Long-Term Dett In the Electnc Piam Accounts: I : i

7. Cumrent and Accrued Liabilties ... : R e e TR — ey 409.1 Income taxes, utility operafing i

B Deterred Credes . : F R i, [T S 410 (Rc&erved]

" ,,,: m:"g::m"' 'M"h“ i o 410.1 Provision for deferred income taxes
1. Intangitle Prant o e : S utility operating Income,
2. Production Plant i ot AT e 411 [Reserved)

e p————— : e —— 4111 Provision for deferred income tax
G Hydrmulic Production .. = < Credit, utility operating income.
D. Other Production t 5 ; 411.3 |[Reserved)

fg’:"‘ < .lmmm e ot 4114 Investment tax credit adjustment

5 OO PR ottt L : o e O ey utility operations.
I D Income Accounts: : 4118 Gains from disposition of utility plan

; UN"V.OP"'"":M‘"‘""" . =" 411.7 Losses from disposition of utility
3 WW:O\'W DN corblyemtis d plant. Total utility operating expenses
A, Extraoriingry MemS... ... i Other operating income:

11 ¥ Opéeating Rovenue Accounts 412 Revenues from gas plant leased to
: oo oy others. it l

2. Other Opernting Rm-m
In the Operaton and Maintonance Experse Ac. 413 Expenses of gas plant leased to others
414 Other utility operating income. Net

counls:
utility operating income.

1. PFower Production Expanses ..
A. Stoam Powor Gcmnbon

2. Other Income and Deductions

A. Other Income

Operadon._.
VUI'QW b
B. Nuclesr Power Generstion ...
Oparaton... 20 )
~ ~ndey 415 Revenues from merchandising, jobbing
3 "‘6::‘:‘&.’"’" oo and contract work.
Mainianance : 416 Costs and expenses of merchandising
o Pestr Oppacn jobbing and contract work.
417 Revenues from nonutility operations
4171 Expenses of nonutility operations
418 Nonoperating rental income.
4181 Equity in earnings of subsidiary
companies.
419 Interest and dividend income,
v U :‘.‘l juring
4 Customer Accounts Expenses 801 419.1 Allowance for other funds used during
construction,

Opeeation . . 901 :
5. Customer Sevice and Informationsl Ex- 421 Miscellaneous nonoperating income.
il

PRty %07 ! Following the text of sccount 125 ‘ 4211 Gain on disposition of property. Tota!

Operation S itvop it T wor SCwng
€. Salos Exponses o1 o Il 000 £ AEOOhER AR other income.

Opadaton :
7. Administratve and Genceal Expenses.. B. Other Income Deductions

- an
920 20
Spaeion | 2 PART201—{AMENDED] 421.2 Loss on disposition of property
A | ea2

Income Chart of Accounts

560

B88333823 R EERRERRRERRERE

Mantengnce . :
425 Miscellaneous amortization.

4. Part 201 is amended in the section
- , § d
‘ Em o rpe m 220 entitled, “Income Chart of Accounts,” by 4;2_, IRS;E,::O,I,_
relocating certain account titles and 426.2 Life insurance,
PART 1 esu?bhshmg a new-aubmle classification 4283 Penalties.
04—{AMENDED] for “C, Taxes Applicable to Other 426.4 Expenditures for certain civic.
3. Part 104 is amended in the sections  Income and Deductions.” As amended, political and related activites.
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4265 Other deductions. Total other income
deductions. Total other income and
deductions,

. Taxes Applicable to Other Income and

;1 ductions

Taxes other than income taxes, other
income and deductions.
30,2 Income taxes, other income and
deductions.
10.2 Provision for deferred income taxes,
other income and deductions.
111.2  Provision for deferred income taxes—
Credit, other income and deductions.
1.5 Investment tax credit adjustments,
nonutility operations.
20 Investment tax credits. Total taxos on
other income and deductions, Net other
come and deductions.

$08.2

3. Interest Charges

27 Interest on long-term debl,
28 Amortization of debt discount and
expense.
4281 Amortization of loss on required debt.
429 Amortization of premium on debt—
Credit,
4291 Amortization of gain on required
debt—Credit.
430 Interest on debt to associated
companies.
$31  Other interest expense.
$32  Allowance for borcowed funds used
during construction—Credit. Net interest
charges.
{. Extreordinary llems
3 Extraordinary income.
Extraordinary deductions.

493 Income laxes, extraordinary items,
Nel income

5. Part 201 is amended in the sections
entitled “Balance Sheet Accounts,” "Gas
l"- W AG counts, " “Operating Revenue
Accounts," and "Operation and
Maintenance Expense Accounts,” by
deleting the subtitle classifications. As
amended, the text of these sections will
have the following removed:

In ihe Balance Sheet Accounts
de

o ;‘

tes and Othow Cradits
5 Proprwtary Capitel
€ Lorg-Term Detit

7 Cunont newt Accruad Liabilnins.
8

2 Production Pt d
A Manatoctired Gas Production Plont
8 Natwal Producton Prant -
() Nawral Gas Production and
Gathonng Prasm -
12) Produchion Extraction Plant .
3 Nahsul Gag Soage ang “'W'n"lm

- - 4

A Underground Storage Plant.._.. \
B Other Siorage Plant
C. Baso Load Liguoted Noturs! Gas Ter: |
minaling and Processing Plant
4. Tranamission Plant

mheOoa:nUMWatwauk.
counts
1, Production Expenses.. .. ...

Mantoriance.
{2) Manutacired Gas Producton
Oporstion

Maintonance.
B Natural Gas Producson.______
(1) Netrs! Gas Production and

Oporation
zmuca&amvm-qm

Processng
A s " Swlnn Exp
e s DRGNS T e
8. Other Storage Expensos
Op — hilg
C. Uquelisd Natrgl Gas Terminaling

and Processing Expenses ...
(2, DG

JTWF“
Oporation

4. Destribution Exp
Oporation

ollowmyg BCCOUN
* Foliowng Me toxd of account 813,

6. Part 204 is amended in the section
entitled, “Income Chart of Accounts,” by
relocating certain account titles and
establishing a new subclassification for
“C. Taxes Applicable to Other Income
and Deductions * * *" As amended, the
“Income Chart of Accounts,” will read:

Income Chart of Accounts
1. Utility Operaling Income

400 Operating revenues,

Operating expenses:
401  Operating expense.

402 Maintenance expense.

403 Depreciation and depletion expense,

404 Amortization of limited-term gas plant,

405 Amortization of other gas plant,

406  Amortization of gas plant acquisition
andjustments.

407.1 Amortization of property losses.

407.2 Amortization of conversion expenses,

408.1 Taxes other than income taxes, ulility
operating income.

409.1  Income taxes. utility operaling income.

410.1  Provision for deferred income taxes,
utility operating income.

411.1  Income taxes deferred in prior years—
Credit utility operating Income,

4114 Investment tax credit adjustments,
utility operations. Total gas utility
operating expenses, Net gas utility
operating income. -

4116 Gains from disposition of utility plant.

411.7 Losses from disposition of utility
plant.

Other Operating Income:

412 Revenues from disposition of utility
plant.

413  Expenses of gas plant leased to others,

414 Other utility operating income. Net
utility operating income.

2. Other Income and Deductions
A. Other Income

415 Revenues from merchandising, jobbing
and contract work.

416 Costs and expenses of mcrchnndmng,
jobbing and contract work.

417 Revenues from nonutility operations.

417.1 Expenses of nonutility operations,

418 Nonoperating rental income.

419 Interest and dividend income.

4191 Allowance [or other funds used during
construction.

421 Miscellaneous nonoperating income.

4211 Gain on disposition of property. Total
other income,

B. Other Income Deductions

421.2 Loss on disposition of property.

425 Miscellaneous amortization.

4261 Donations.

428.2 Life insurance.

4263 Penalties,

4264 Expenditures for certain civic,
political and related activities.

426.5 Other deductions. Total other income
deductions. Total other Income and
deductions.

C. Taxes Applicable to Other [ncome and
Deductions

408.2 Taxes other than income taxes, other
income and deductions.

400.2 Income laxes, other income and
deductions.,

410.2 Provision for deferred Income taxes,
other income and deductions.

411.2 Provision for deferred taxes—Credit,
other income and deductions.

4115 Investment tax credit adjustments
nonutility operations.

420 Investment tax credits. Total taxes on
other income and deductions. Net other
income and deductions.

3. Interest Charges
427 Interest on long-term debt.
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428 Amortization of debt discount and
expense,

4281 Amortization of loss on reacquired
debt.

429 Amortization of premivm on debt-Cr.

4291 Amortization of gain on reacquired
debt-credit.

430 Interest on debt to associated
companies.

431 Other interes! expense,

432 Allowance for borrowed funds used
during construction—Credit; Net interest
charges,

4. Extraordinary ltems

434 Extraordinary income.

435 Extraordinary deductions.

400.3 Income taxes, extraordinary items,
Nel income,

7. Part 204 is amended in the text of
accounts section, by relocating the texts
of Account “434, Extraordinary Income,"
and “Account 435, Extraordinary
Deductions,” from the Retained Earnings
Accounts to the Income Accounts
following the text of Account 432,
Allowance for Borrowed Funds Used
During Construction—Credit. As
amended, the text of the “Income
Accounts” will read:

Income Accounts

. . . S =

432 Allowance for borrowed funds used
during construction—Credil.

434 Extraordinary income.

This account shall be credited with
nontypical, noncustomary infrequently
recurring gains, which would
significantly distort the current year's
income computed before Extraordinary
Items, if reported other than as
extraordinary items. Income tax relating
to the umounts recorded in this account
shall be recorded in account 409.3,
Income Taxes, Extraordinary Items. (See
General Instruction 8.)

435 Extraordinary deductions.

This account shall be debited with
nontypical, noncustomary, infrequently
recurring losses, which would
significantly distort the curren! year's
income computed before Extraordinary
Items, if reported other than as
extraordinary items. Income tax relating
to the amounts recorded in this account
shall be recorded in account 409.3,
Income T ixes, Extraordinary lteins. (See
General Instruction 8.)

Relained Earnings Chart of Accounts

. . . - -

8. Part 204 is amended in the sections
entitled "Balanced Sheet Accounts,”
“Gas Plant Account,” “Operating
Revenue Accounts,” and "Operation
and Maintenance Expense Accounls” by
deleting the subltitle classifications. As

amended the text of the sections will
have the following removed.

In the Balance Shit Accounts
Assels and Other Dubiis -
1. Uthty Pland
2 Other Property and levostments
3, Current and Accrued Assels .,
& Daterred Dobits
In the Liabvlities and Other Crodits
5. Proprietary Copitad
6. Long-Teern Dedt
7. Current and Accried Lisbittes ..
8. Dedeerod Credits
2 Operating Resorven
In the Gas Plant Accounts
1. Intangitie Plant. !
2. Production Prant il
A Manufactured Gas Producton Plant !
8. Natiral Gas Production Flant ‘
() Natues! Gas Production and Gas
Gathering Plant.... .. i
%) Products Extraction Pwu
3. Natwral Gas Storage Plant... =l l
A. Undorground Siorage Plant !
8, Other Stomage Plant_..
4. Tranasnission Plant
5. Datribution Plant
6. Goneral Plant_...
In the Income Accounts
1. Uty Oparating ncome
2. Other ncome and Deducsons
A, Omer Income -
B. Othar Income Doduchons.
3. Intorost Chatges s
4, Extracechnary Meens. ...
in he Operateg Reveoue Awls
1. Sales of Gas.
2. Othor Opurating Ravenoes
In the Operaton and Maintenance Expanso Ac-
counts:
Manautectured Gas Production
Natural Gas Produchon .,
Exp n and De

1

2

3 pmont Expe

4 Oum Gas Supoly Ew

5. Storage Expenses .

6. Transmession Exponses

7. Datribution Expotses .

8. Customer Account Expenses

9. Customee Service and Informationsl Ex-
persas

10 Sales E-pcnsn 3

11, Admanustrative and Genera! Exponses ... .|

12 Operation 4

| Following the text olmcoum 128
¥ Follownyg the text of account 226
? Followng the taxt Of account 320
* Foliowang the et of sccount 347
* Foliowng the baxt of account 736

PART 101—[AMENDED|

9. Part 101 is further amended in the
Balance Sheet Accounts of the textual
section of the accounts to add the
“Special Instructions' heading to the
paragraph describing current and
accrued assets, immediately following
the text of Account 128, Other special
funds, and to the paragraph describing
current and accrued liabilities
immediately following the text of
Account 226, Unamortized discount on

long-term debt—Debit. As amended, the

texts of the accounts will read:

Balance Sheet Accounts

128 Other special funds.

. » . .

Special Instructions for Current and
Accrued Assels. Current and accrued
assets are cash,* * °*

131 Cash.

. » . . .

226 Unamortized discount on long-term
debt—Debit.

Special Instructions for Current ond
Accrued Liahilities. Current and
accrued liabilities are * * *

231 Notes payable.

PART 104—{AMENDED]

10, Part 104 is further amended in the
Balance Sheet Accounts of the textual
section of the accounts to add the
“Special Instructions” heading to the
paragraph describing current and
accrued assets, immediately following
the text of Account 125, Special funds
and to the paragraph describing curren
and accrued liabilities, immediately
following to the text to Account 226,
Unamortized discount on long-term
debt—Debit. As amended. the text of
the accounts will read:

Balance Sheet Accounts

125 Special funds.

Special Instroctions for Current a:
Acorued Assels. Current and accrue 1
assets are cash,* * *

131 Cash and working funds.

. . . . .

226 Unamortized discount on long-term
debt—Debit.

Special Instructions for Curren! 0! {
Accrued Liobilities, Current and
accrued liabilities are * * *

231 Notes payable.
» » . - »

11. Part 201 is further amended in '.,”
Balance Sheet Accounts of the tex!
section of the accounts toadd the
“Special Instructions” heading to the
paragraph describing current and
accrued assets, immediately following
the text of Account 128, Other specidl
funds, and to the paragraph desc ribing
current and accrued liabilities
immediately following to the text to
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Account 228, Unamortized discount on
long-term debt—Debit. As amended. the
texts of the accounts will read:

Balance Sheel Accounts

128 Other special funds,
. » » » -

Speciol Instructions for Current and
Accrved Assets. Current and accrued
assets are cash,* * *

131 Cash.

226 Unamortized discount on long-term
dedt—Debit.

Special Instructions for Current and
crued Liabilities. Current and
ed liabilities are * * *

231 Notes payable.

PART 204—| AMENDED|

12. Part 204 is further amended in the
Balance Sheet Accounts of the textual
section of the accounts to add the
“Special Instructions' heading to the
waragraph describing current and

‘crued Asset, immediately following
the text to Account 125, Special funds,
and to the paragraph describing current
and accrued liabilities immediately
foliowing to the text to Account 228,
Unamortized discount on long-term
debt—Debit. As amended, the text of
the accounts will read:

Balance Sheet Accounts

128 Special funds.

3 a
Special Instructions for Gurrent and
iccrued Assets, Current and accrued
issels are cash,* * *

131 Cashand working funds.

226 Unamortized discount on long-term
debt—Debit,

Special Instructions for Current and
lecr wed Liabilities, Current and
accrued labilities are * * *

41 Notes payable.
P Lo 0319003 Fifed 7-15-403, 845 am|

BLLNG CODE §717-01-M

VETERANS ADMINISTRATION
38 CFR Part 36

Increase in Maximum Permissible
Interest Rates on Guaranteed
Manufactured Home Loans, Home and
Condominium Loans, and Home
Improvement Loans

AGENCY: Veterans Administration.
ACTION: fFinal regulations,

SUMMARY: The VA (Veterans
Administration) is increasing the
maximum interest rates on guaranteed
manufactured home unit loans, lot loans,
and combination manufactured home
unit and lot loans. In addition, the
maximum interest retes applicable to
fixed payment and graduated payment
home and condominium loans, and to
home improvement and energy
conservation loans are also increased.
These increases are necessary because
previous rates were not competitive
enough to induce lenders to make
guaranteed or insured home loans
without substantial discounts, or to
make manufactured home loans. The
increase in the interest rates will assure
a continuing supply of funds for home
morigages, home improvement and
manufactured home loans.

EFFECTIVE DATE: July 11, 1983,

FOR FURTHER INFOCRMATION CONTACT:
Mr. George D. Moerman, Loan Guaranty
Service (264), Department of Veterans
Benefits, Veterans Administration, 810
Vermont Avenue, NW., Washington,
D.C. 20420 [202-389-3042).
SUPPLEMENTARY INFORMATION: The
Administrator is required by section
1819{f), title 38, United States Code, to
establish maximum interest rates for
manufactured home loans guaranteed by
the VA as he finds the manufactured
home loan capital markets demand.
Recent marke! indicators—including the
prime rate, the general increase in
interest rates charged on conventional
manufactured home loans, and the
increase in other short-term and long-
term inlerest rates—have shown that the
manufactured home capital markets
have become more restrictive, It is now
necessary to increase the interest rates
on manufactfured home unit loans, lot
loans, and combination manufactured
home unit and lot loans in order to
assure an adequate supply of funds from
lenders and investors to make these
types of VA loans.

The Administrator is also required by
seclion 1803(c), title 38, United States
Code. to establish maximum interest
rates for home and condominium loans,
including graduated payment mortgage

loans, and for loans for home
improvement purposes. Recen! market
indicators—including the rate of
discount charged by lenders on VA and
Federal Housing Administration loans
and the general increase in interest rates
charged by lenders on conventional
loans, have shown that the mortgage
money market has become more
restrictive. The maximum rates in effect
for VA guaranteed home and
condominium loans and those for energy
conservation and home improvement
purposes have not been sufficiently
competitive 1o induce private sector
lenders to make these types of VA
guaranteed or insured loans without
imposing substantial discounts. To
assure a continuing supply of funds for
home mortgages through the VA loan
guaranty program, it has been
determined that an increase in the
maximum permissible rates applicable
to home and improvement loans is
necessary. The increased return to the
lender will make VA loans competitive
with other available investments and
assure a continuing supply of funds for
guaranteed and insured mortgages.

The Administrator's statutory
authority to establish interest rates has
been delegated by 38 CFR 2.6(b)(3) to
the Chief Benefits Director, Deputy Chief
Benefits Director, or person authorized
to act for them.

Regulatory Flexibility Act/Executive
Order 12291

For the reasons discussed in the May
7, 1981 Federal Register {46 FR 25443). it
has previously been determined that
final regulations of this type which
change the maximum interest rates for
loans gudranteed, insured, or made
pursuant to chapter 37 of title 38, United
States Code, are not subject to the

- provisions of the Regulatory Flexibility

Act, 5 U.S.C. 601-612.

These regulatory amendments have
also been reviewed under the provisions
of Executive Order 12291, The VA finds
that they do not come within the
definition of a “major rule” as defined in
that Order. The existing process of
informal consultation among
representatives within the Executive
Office of the President, OMB, the VA
and the Department of Housing and
Urban Development has been
determined to be adequate o satisfy the
intent of this Executive Order for this
category of regulations. This alternative
consultation process permits timely rate
adjustments with minimal risk of
premature disclosure. In summary, this
consultation process will fulfill the
intent of the Executive Order while still
permitting compliance with statutory
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responsibilities for timely rate
adjustments and a stable flow of
morigage credit at rates consistent with
the market.

These final regulations come within
exceptions to the general VA policy of
prior publication of proposed rules as
contained in 38 CFR 1.12. The
publication of notice of a regulatory
change in the VA maximum interest
rates for VA guaranteed, insured, and
direct home and condominium loans,
loans for energy conservation and other
home improvement purposes, and loans
for manufactured home purposes would
create an acute shortage of funds
pending the final rule publication date
which would necessarily be more than
30 days after publication in proposed
form. Accordingly, it has been
determined that publication of proposed
regulations priar to publication of final
regulations is impracticable,
unnecessary, and contrary to the public
interest,

{Catalog of Federal Domestic Assistance
Program numbers, 64.113, 64.114, and 64.119)

These regulations are adopted under
authority granted to the Administrator
by sections 210(c), 1803(c)(1), 1811(d)(1)
and 1819 (f) and (g) of title 38, United
States Code and delegated to the
undersigned by 38 CFR 2.6(b)(3). The
regulations are clearly within that
statutory authority and are consistent
with Congressional intent.

These increases are accomplished by
amending §§ 36.4212(a) (1), {2). and (3),
and 36.4311 [a), (b), and (c), and
36.4503(a), title 38, Code of Federal
Regulations.

List of Subjects in 38 CFR Part 36

Condominiums, Handicapped,
Housing, Loan Programs—housing and
community development, Manufactured
homes, Veterans.

Approved: July 8, 1963,

By direction of the Administrator.
Dorothy L. Starbuck,
Chief Benefits Direclor.

PART 36—LOAN GUARANTY

The Veterans Administration is
amending 38 CFR Part 36 as follows:

1. In § 364212, paragraph (a) is
revised to read as follows:

§ 36.4212 Interest rates and late charges.

{a) The interest rate charged the
borrower on a loan guaranteed or
insured pursuant to 38 U.S.C. 1819 may
not exceed the following maxima except
on loans guaranteed or insured pursuant
lo guaranty or insurance commitments
issued by the Veterans Administration

prior to the respective effective date: (38
U.S.C. 1819(f)

(1) Effective July 11, 1883, 14% percent
simple interest per annum for a loan
which finances the purchase of a
manufactured home unit only.

(2) Effective July 11, 1983, 14 percent
simple interest per annum for a loan
which finances the purchase of a lot
only and the cost of necessary site
preparation, if any.

(3) Effective July 11, 1983, 14 percent
simple interest per annum for a loan
which will finance the simultaneous
acquisition of a manufactured home and
a lot and/or the site preparation
necessary to make a lot acceptable as
the site for the manufactured home.

2. In § 36.4311, paragraphs (a), (b), and
(c), are revised as follows:

§36.4311 Interest rates.

(a) Excepting loans guaranteed or
insured pursuant to guaranty or
insurance commitments issued by the
Veterans Administration which specify
an interest rate in excess of 12% per
centum per annum, effective July 11,
1983, the interest rate on any home or
condominium loan, other than a
graduated payment mortgage loan,
guaranteed or insured wholly or in part
on or after such date may not exceed
12% per centum per annum on the
unpaid principal balance. (38 U.S.C.
1803{c)(1))

(b) Excepting loans guaranteed or
insured pursuant to guaranty or
insurance commitments issued by the
Veterans Administration which specify
an interest rate in excess of 12% per
centum per annum, effective July 11,
1983, the interest rate on any graduated
payment mortgage loan guaranteed or
insured wholly or in part on or after
such date may not exceed 12% per
centum per annum. (38 U.S.C. 1803(c)(1))

(c) Effective July 11, 1889, the interest
rate on any loan solely for energy
conservation improvements or other
alterations, improvements or repairs
which is guaranteed or insured wholly
or in part on or after such date may not
exceed 14 per centum per annum on the
unpaid principal balance. (38 U.S.C.
1808(c)(1))

3. In § 36.4503, paragraph (4} is
revised to read as follows:

§ 36,4503 Amount and amortization.

(a) The original principal amount of
any loan made on or after October 1,
1980, shall not exceed an amount which
bears the same ratio to $33,000 as the
amount of the guaranty to which the
veteran is entitled under 38 U.5.C. 1810
at the time the loan is made bears to

$27.500. This limitation shall not
preclude the making of advances,
otherwise proper, subsequent o the
making of the loan pursuant to the
provision of § 36.4511. Except as to
home improvement loans, loans made
by the Veterans Administration shall
bear interest at the rate of 12% percent
per annum. Loans solely for the purpose
of energy conservation improvement or
other alterations, improvements, or
repair shall bear interest at the rate of
14 percent per annum. (38 U.S.C.
1811(d)(1) and (2)(A))

[FR Doc. 83-19234 Filed 7-15-8%: &35 am)
BILLING CODE 8320-01-M

-

ENVIRONMENTAL PROTECTION
AGENCY

40 CFR Part 52
[A-4-FRL 2371; TN-010]

Approval and Promulgation of
Implementation Plans; Tennessee;
Knox County Lead Plan

AGENCY: Environmental Profection
Agency.

ACTION: Final rule.

sUMMARY: EPA is today announcing
approval of the lead implementation
plan developed by the Knox County
Department of Air Pollution Control for
Knox County, Tennessee. This plan fills
the requirements of Section 110(a)(1) of
the Clean Air Act (the Act) in regard to
the lead National Ambient Air Quality
Standards (NAAQS) in Knox County
The Knox County lead implementation
plan demonstrates attainment of the lead
standard.

EFFECTIVE DATE: This action will be
effective on September 16, 1983 unless
notice is received within 30 days that
someone wishes to submit adverse or
critical comments.

ADDRESSES: Written comments should

be addressed to Mr. Raymond S.

Gregory of Region IV's Air Managemen!

Branch (see address below). Copies of

the materials submitted by the State

may be examined during normal
business hours at the following
locations:

Public Information Reference Unit,
Library Systems Branch,
Environmental Protection Agency. 401
M Street SW., Washington, D.C. 20460

Environmental Protection Agency,
Region IV, Air Management Bran h,
345 Courtland Street NE., Atlanta.
Georgia 30365




